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-LETTERS-s 


A Concise Treatise on Warehouse Receipts 


Sirs: We have just issued a 32-page booklet entitled ‘“‘Ware- 
house Receipts as Collateral’ that we think should be in the hands 
personally of every loan officer in commercial banks throughout 
the country. This booklet gives complete, concise and extremely 
valuable information that is not obtainable in any other single 
production. It is the result of genuine legal research and study 
on the part of the American Warehousemen’s Association. 

Considering the tremendous increase in the use of the ware- 
house receipt as an instrument of credit throughout the nation 
in the last few years and the increased interest of bankers in 
secured credit and paper eligible for Federal Reserve rediscount, 
we hope you will _ with us in the thought that publication of 
this booklet is real news for your particular subscribers. 

We should be gratified if you could comment upon the produc- 
tion of this booklet and point out to your readers that individual 
copies can be obtained. 

Witson V. LittLe, General Secretary, 
American Warehousemen’s Association, 


Chicago, Illinois 
Note: Requests for gratis copies of this booklet may be 


dressed to The Editor, The Burroughs Clearing House, Second 
julevard and Burroughs Ave., Detroit, Michigan. 
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‘or Directors Who Direct 


Sirs: We have some directors who I am sure would read 
(he Burroughs Clearing House if it were to be sent to them. A 
st of their names is attached. 

L. D. KrnG, Vice-president and Cashier, 
Clarkston State Bank, 
Clarkston, Mich. 
¢ ¢ 


(JK. We'll Do It. And Thank You. 


Srtrs: I wonder if it would 
be possible to secure an addi- 
‘ional copy of your magazine 
for our bank. Due to the fact 
\nat there are only two mailed 
y.0 us, and those same two are 
'insuch great demand, it is next 
to impossible for any of the 
rest of the staff to obtain so 
much as a look-in. Any costs 
connected with the mailing of 
the magazine will be cheerfully 
paid by us, upon receipt of bill. 
C. L. Lust, Auditor, 
The First National Bank, 
Fostoria, Ohio 


Sirs: I wish to acknowl- 
edge my appreciation of your 
fine magazine which comes to 
us each month and which is 
one of the best periodical bank 
magazines published. If not 
asking too much I will be 
pleased to have you send us 
one additional copy to the 
bank each month and one copy 
to my home address. 


W. L. HAanpDEy, Vice-president, 
First National Bank, 
Wilmerding, Pennsylvania 


¢ ° 


“Making Good Loans Bad and 
Bad Loans Worse” 


Sins: We have all read the June issue from cover to cover, 
and liked it all but the report on federal home financing. A lot 
of harm is being done to all kinds of loan companies by the holding 
out of false hopes that refinancing will be available to everybody. 
Such propaganda makes good loans bad and bad loans worse, 
because the fellows who are making regular payments are being 

| made to think we are charging too much interest, and the slow 
ones get slower because they think the Government is going to 
come along soon and make it all right anyway. 

R. A. Estrus, Secretary, 

Employees Building & Loan Association, 
Guthrie, Oklahoma 
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Yow re Right. It Was a Misprint 


Sirs: We are wondering if there was not a misprint in your 
July issue on Page 6, under the salient points of the Glass 
Banking Bill. 

You state that every director shall be the owner of stock having 
a par value of $2,000.00. We quote herewith Section 31, under 
summary facts of Banking Act of 1933. 














(he Burroughs 


Clearing House 


Henry J. Boone, Editor 





Vow. 17 :: No: 1] 





| 
AUGUST, 1933 
| 


| Contents 








| Page 
| SPEAK UP, Mr. Banker! 
| By J. H. PuELICHER - - - - - - - 3 
| What Progress at the World Conference ? 
| By ARTHUR CRAWFORD - - - - = = 6 
The Securities Act 
By CHarLes R. ROSENBERG, JR. - - -— - 9 
The Washington Outlook - - - - - - 10 
AUDITING—By Continuous Control 
By ScHWEER R. QUADEN - - = = = 12 
A New Plan of Handling Bankruptcies 
By Henry F. Woops, Jr. -_ + = = = 
With the Camera - - - - - - - - 17 
The Record of High Grade Industrial Bonds 
By R. E. STANLEY - - - - - - - 18 
From a Busy Desk 
By Hy. W. SANDERS - - - - - - - 22 
Canadian Notes and Comment -— = =» = Be 


By G. A. G. 


| 
| ne 


EDITORIAL AND BUSINESS OFFICES—Second Blvd. and Burroughs Ave. 
Detroit, Michigan 


| 
| F. E. QUISH 
CENTRAL STATES REPRESENTATIVE 
| SECOND BLVD. AND BURROUGHS AVE., DETROIT, MICH. 


N. V. FARRELL 


STUART H. HAMILTON 
EASTERN REPRESENTATIVE 


MID-WESTERN REPRESENTATIVE 
One Park Ave. Bldg., 1 Park Ave., 2nd Floor Morton Building, 208 West 
New York City Washington Street, Chicago, Ill. 


| 
| 
| Copyrighted, 1933, by Burroughs Adding Machine Company 


























‘After one year, the Board of Directors of every national bank 
and state member bank shall consist of not less than five and not 
more than twenty-five members and each director shall own stock 
having a par vaue of not less than $2,500. If, however, the 
capital of the bank does not exceed $50,000, a director is required 
to own stock having a par value of only $1,500, and if the capital 
does not exceed $25,000 he is required to own stock having a par 
value of only $1,000. 


T. WiLtspur Evaut, Cashier, 
Merchantville National Bank and Trust Company, 
Merchantville, N. J. 


° Sl 


“Controlled Inflation” —A Timely Article 


Sirs: I received the June issue of The Burroughs Clearing 
House and enjoyed reading it in its entirety. Several of the sub- 
jects treated are very live ones, especially “Controlled Inflation,” 
and I am sure that every one who received the magazine read this 
article with a great deal of interest. 

If all of the issues are as interesting as that for June, I shall 
continue to read it with a great deal of pleasure. 


D. H. Lee, Secretary Treasurer, 
Hendersonville Building & Loan Association, 
Hendersonville, N. C. 
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LOOKING FORWARD 


| the new law of the Federal Government 
“to encourage national industrial recovery commands 
the attention of business men in every calling .% «ae 


every section of the United States. 


The upward trend of business inspires confidence ... 


stimulates new efforts toward continuous progress. 


And Central United National Bank, shoulder to 
shoulder with industry throughout this important central 
district of the United States, pledges its cooperation in 
every practical way to further the march of recovery... 


to banks. bankers and business. 


CENTRAL UNITED 


NATIONAL BANK 
of Cleveland 


MEMBER OF THE FEDERAL RESERVE SYSTEM 
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OU know how it is when two 
automobiles have a minor colli- 
sion, one of those affairs where a 

fender is scratched or a pair of bumpers locked. The two 
drivers get out and heatedly blame each other, until one 
of them suddenly realizes that what they need to do first 
of all is to get their cars apart and out of the highway. 
As soon as the immediate trouble is unscrambled, there will 
be time enough to worry about how it happened and whose 
fault it was. But an analysis of the causes, when time 
permits, is valuable as a means of preventing a recurrence 
of the trouble. 

American banking has been going through very much 
this sort of situation. Early in March we had just had the 
accident, and our urgent task was to clear away the 
Wreckage and get out of danger. It is time to look back 
upon the difficulties from a few months’ perspective and 
see for ourselves what were the causes, and what can be 





by J. H. PUELICHER 


J. H. PUELICHER 


President, Marshall & Ilsley Bank, 
Milwaukee, Wisconsin 


Klein— Milwaukee 


SPEAK UP. Mr. Banker! 


done to prevent similar catastrophes 
in the future. 

The general public’s impression to 
the contrary, little of the trouble of the past two years can 
rightly be laid at the door of either incompetent banking 
or dishonest banking. Incompetence and dishonesty were 
proportionately rare, and relatively unimportant, as a 
cause of our banking troubles. To be sure, they caused 
the closing of some banks, and to this extent swelled the 
rising stream of public distrust. But in my opinion the 
crisis of early March would have been staved off not more 
than a few days if there had been no banking incompetence 
and no banking dishonesty at all. 

Loudest among those condemning banks was the 
politician —the very one to blame for laws which permitted 
the chartering of banks the capital of which was so small 
that common sense would have indicated that no charter 
should ever have been granted. As every banker knows 
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what happened late last winter was 
not a breakdown of banking but rather 
a breakdown of confidence in banking, 
due to the general breakdown of our 
whole economic system and to most 
unjustifiable and unreasoning political 
onslaughts. 

Had those who borrowed money 
from banks been able to repay, all 
banks would have been in a position 
to pay their depositors. I have found 
many bankers blaming themselves for 
loans which are now difficult to collect, 
judging the loans altogether by condi- 
tions existing at present rather than 
by the conditions which existed at the 
time the loans were made. However, 
in most instances the banker is com- 
pelled to admit that, were the same 
favorable conditions existing today 
that existed when the loans were 
originally made, he would have no 
reasonable excuses for not making 
them. The country banks, as a result 
of their farmer clientele, had limited 
sources for the investment of their 
funds —the sources being largely farm 
mortgages. During normal periods 
these were always salable, if well made, 
to insurance companies and others 
seeking investments of that nature. 
But during this crisis, because of the 
almost complete collapse of the farm 
situation, these became non-liquefiable 
and unsalable. In other words, the 
banker, industrialist, politician, nor 
anyone else was able to foresee what 
the consequences of the economic 
breakdown, such as we are presently 
seeking to forget, could do to business 
in general, and banks in particular. 

The foremost cause, then, was a 
world economic catastrophe of unprece- 
dented (and therefore unpredictable) 
duration and severity, aggravated in 
its effects by relentless political con- 
demnation of banks and bankers. 


WO other basic causes have made 

themselves clearly evident to the 
banker. 

1. The Public’s lack of interest in 
its banking relations and_ therefore 
understanding of them. 

2. The Bankers’ lack of interest in 
their public relations. 

We could not, either as bankers or 
as individuals, avert the economic 
catastrophe. We could not expect the 
public to be genuinely interested in 
banking, unless as bankers we had 
sufficiently and intelligently shown 
people why they should be interested. 
And our own lack of interest in public 
relations was clearly our own fault. 

Much of the public’s lack of interest 
in banking and the bankers’ lack of 
interest in public relations are on our 
shoulders. We must take the blame 
for the public’s lack of interest in our 
institutions, to the extent to which we 
did not do all we could to arouse their 
interest. We cannot dodge responsi- 


bility wherein we lacked diligence in 
building up public relations which 
would have better understood the 
stress of general economic conditions. 

The bankers of the United States, 
with a very few exceptions, have 
always shown an extraordinary apathy 
toward the public relations of their 
craft. Why? Well, the reasons are 
not too complex. In the first place, 
like any other specialist, the banker 
has held to the natural (though false) 
assumption that others understood as 
well as he the intricacies of his occupa- 
tion. This is a weakness not confined 
to bankers. When you drive your car 
into a service station to find out what 


ails it and what can be done to give it 
a little more zest for life, the mechanic 
pours out a jargon of timing, contact 
points, spark gaps, and differential 
housings which is doubtless intelligible 
to an automotive engineer but which 
might as well be so much Sanskrit as it 
reaches the ears of a man who knows 
how to drive a car, and not much else 
about it. When you go to a physician 
for diagnosis and instructions, he 
commonly vents upon you a language 
made up of polysyllabic Greek and 
Latin derivatives that you never heard 
before, and you have to question him 
at some length to discover that what 
he really means is that your liver is a 
bit out of order and you ought to cut 
down on red meats. 

These are not affectations, they are 
the common error of the man who 
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understands his own business so well 
that he fails to recognize the abysmal 
ignorance of the general public in 
relation to his specialized field of 
knowledge. I have made the same 
mistake a good many times, despite a 
careful effort to speak the other fellow’s 
language. <A prize example of this 


came to my knowledge a year or so 
ago. 


A banker tried to explain to an 










excitable woman that the item on his 
balance sheet of $2,000,000 undivided 
profits meant that his bank could lose 
that amount without affecting its 
capital and surplus. The next day 
she withdrew her large checking bal- 
ance and put it in a safe deposit box, 
and furthermore told several friends 
in confidence —so confidentially that 
word got back to him within twenty- 
four hours—that the president had 
personally told her that his bank was 
going to lose two million dollars! 

It is difficult for a banker to realize 
how little most folks, including success- 
ful business men, know about banking. 
Not long ago there was circulated in 
one community a questionnaire asking 
for answers on several of the simplest 
of banking subjects. If I were at 
liberty to quote the results, I could 
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keep you laughing for hours at the 
ideas that several hundred members of 
the general public held about banking. 
Even funnier, I think, were the answers 
given by members of a large luncheon 
club (its members the outstanding 
men of their city in their respective 
lines) who agreed to take an oral 
examination on banking at the hands 
of somebody who wanted to find out 






just how much the average business 
man knew about banking. Take my 
word for it, any banker would find 
these two sets of answers more laugh- 
able than any of those over which the 
reading public roared a year or two 
ago when ‘“Boners’” and ‘More 
Boners” were published. 

The second reason why bankers have 
failed in their plain duty to educate 
the public to a general knowledge of 
banking and a realization of its 
importance in its life is found in the 
banker’s background. A senior bank 
officer spends his life in large part as 
an office adviser to business men. 
They come to him when they are in 
trouble, when they are planning expan- 
Slons to steal a march on competition, 
under all sorts of confidential circum- 
stances. I know of one banker who 


not long ago loaned a dozen different 
contractors the money to put up as 
surety for their bids on a single 


government contract. In making these 
loans, he became informed as to the 
estimate figures and the actual bids 
which were submitted. He knew, long 
before the bids were open, which one, 
if any, of his customers was going to 
get the contract because he knew 


which bid was low. But he had to 
hold his tongue, for a single slip might 
have given the higher bidders enough 
information to change the final result. 

This incident was perhaps more 
acute than most bankers have experi- 
enced, but by its very acuteness it 
makes my point that a banker has 
typically been forced to cultivate for 
the preservation of confidences an 
attitude of extreme reticence, lest he 
disclose some information he should 
keep to himself. The successful banker 
has been, and probably always will 
be, the banker who is close-mouthed. 
This very characteristic has made 
bankers unduly reticent on phases of 
general interest about which no reti- 
cence is necessary. This is an impor- 
tant cause of the banks’ failure to see 
in advance the necessity for educating 
the public to an understanding which 
would have helped in preventing the 
general breakdown of public con- 
fidence last winter. 

A third, and contributing factor, 
lies in another aspect of the typical 
banker’s surroundings and experience. 
Banking provides, in normal times at 
least, a complete regularity of life and 
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environment. The bulk of banking 
work is routine, routine which changes 
slowly over the years but which day 
after day is much the same. The 
banker’s life has been comparatively 
cloistered. Until this present depres- 
sion, or unless he was old enough to 
recall the panics of forty and sixty 
years ago, he had no experience with 
the way that human beings in the mass 
act under severe stress. 
Hence he had no idea of 
the danger that threatened 
his own and every bank 
because of a public which 
knew so little about bank- 
ing that it could be stam- 
peded. 


O, like the automobile 

drivers who take time 
after the wrecks have been 
cleared away to look for 
the fault and—if they be 
more than ordinarily 
thoughtful, for ways to 
prevent similar trouble in 
future —we can only admit 
in retrospect that one of 
the controllable factors 
among those that caused 
our crisis was founded on 
the apathy of bankers to 
the whole question of re- 
lationships between public 
and bank. To that extent, 
it was our fault. We cannot 
blame the public entirely, 
so long as we must admit 
that we had not shown the 
public its responsibility to 
know more about banks 
and banking. 
We must, then, cultivate as bankers 
a genuine interest in our own banks’ 
public relations. And we must help 
the public to cultivate a genuine 
interest in the banks as a vital force 
in its own life. 

Every man who heads a bank, every 
senior officer who shares this responsi- 
bility, must take it upon his shoulders 
to see that every person in the bank 
realizes the importance of proper 
public relations. This is particularly 
important as it affects the employees 
who come in contact with the public. 
And anyone in such a position can do 
untold harm or good. 

Only a few months ago in a western 
city a prominent investment dealer 
came to his death by falling from a high 
window. His firm was a borrower in 
four local banks, with loans totaling 
perhaps half a million dollars. One of 
these banks, as I know beyond dispute, 
had its $100,000 loan collateralized 
with adequate margin. But I am 
getting ahead of my story. 

On the day after the broker’s death, 
a woman depositor came into that 
bank to transact some routine busi- 
ness. As the savings teller made the 


(Continued on page 25) 








King George of England 
addressing the Confer- 
ence on the opening day 
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ORLD 
C(ONFERENCE ? 


by 
ARTHUR CRAWFORD 


(Written from London, England 


MERICA has swung back to 
nationalism after flirting with 


the internationalism fostered by 
European nations. 

In brief this forms the story of the 
disruption of the world monetary and 
economic conference at London. 

By President Roosevelt’s choice the 
United States will rely upon its own 
program for recovery, involving infla- 
tionary monetary policies, temporary 
abandonment of the gold standard and 
artificial price elevation schemes, even 
though it has meant inability to co- 
operate with the rest of the world. 

As the world conference was tottering 
on its last legs in the early part of July 
the whole situation was so confusing 
as to make it difficult to determine just 
what would be the final effect of the 
attitude assumed by the United States 
Government. For the moment at least 
the United States was in an unenviable 
position from the standpoint of the 
good opinion of the world. Just as in 
the league of nations controversy after 
the world war the United States has 
chosen to stand alone. Opponents of 
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A conflict of ideas on promoting 
recovery of international trade 


American participation in the league 
think there is abundant evidence to 
prove the wisdom of the action taken 
thirteen years ago. Similarly the 
President’s action in allowing nothing 
to stand in the way of the carrying out 
of the domestic monetary and indus- 
trial policies unquestionably is strongly 
approved in many sections and among 
many elements in the United States. 

Observers at the London conference, 
of whom the writer has been one, have 
found themselves involved in one crisis 
after another. Always the United 
States was at the center of each crisis. 
Always its role was highly distasteful 
to delegates of other nations and 
particularly to a considerable portion 
of the London press. 

There is no denying that the course 
pursued by the American delegation 
upon instructions from _ President 
Roosevelt represented a departure 
from the policies with which he had 
associated himself while plans for the 
world conference were in the making. 
It was upon the President’s insistence 


that the date for the convening of the 
conference was set as early as June 12, 
some of the other nations preferring to 
postpone it until later. It had been 
with his approval that the American 
representatives on the preparatory 
commission of experts had joined in the 
preparation of an agenda based on the 
idea of the abandonment of extreme 
nationalism and the setting up of a 
new system of international co-opera- 
tion. Color to the idea that the 
United States was ready to embrace 
internationalism also had been given 
by the selection of Secretary of State 
Cordell Hull as head of the American 
delegation. 

Unquestionably it would have been 
better if the world conference had not 
been convened in June and if there had 
been general agreement not to attempt 
such a meeting until fall or later. By 
that time the domestic program of the 
United States Government might have 
developed to the point where it could 
have been linked more easily with 4 
plan of international co-operation. 
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As matters now stand it will be 
difficult at any time in the future to 
pick up the threads of the international 
program contemplated through the 
world conference. There will be a 
tendency for each nation to go ahead 
on nationalistic lines. New trade 
barriers may be set up. Each nation 
will seek to work out its own salvation. 
It may prove as believed by President 
Roosevelt that world recovery will be 
best promoted by the carrying out of 
the American program. On the other 
hand as believed by some of the 
European statesmen it may mean new 
difficulties in the way of a resumption 
of international trade and a return to 
normal economic conditions. 

While numerous subjects were in- 
cluded in the agenda for the world 
conference three matters around which 
everything revolved were monetary 
stabilization, tariffs and debts. The 


The great Museum of Geology in South Kensington, 


question of intergovernmental debts 
was excluded from the agenda but it 
was a factor nevertheless. 

Last year while the Hoover adminis- 
tration was making the preliminary 
preparations for the world conference 
a central point in the American pro- 
gram was an immediate return of all 
nations to the gold standard and a 
stabilization of currency fluctuations. 
Even during the winter when the 
Roosevelt administration took over 
the reins of government it was assumed 
that the American administration 
would continue to press for currency 
stabilization. The abandonment of 
the gold standard meant that a return 
of all nations to gold would be a more 
gradual process but a_ temporary 


stabilization was considered desirable. 

When the world conference convened 
there were in London several monetary 
experts of the American Government, 
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London, the scene of the International Conference 


Seven 


including Prof. W. M. A. Sprague, 
formerly of Harvard and also former 
economic adviser of the Bank of 
England and now special assistant to 
the Secretary of the Treasury, and 
George Harrison, governor of the 
Federal Reserve Board. They joined 
in the formulation of an agreement 
with monetary experts of Great Britain 
and France by which the dollar and the 
pound would have been stabilized 
temporarily at the level then existing 
which was about $4.07. 


PRESIDENT Roosevelt refused to ac- 

cept the agreement. His reason was 
that domestic prices in the United 
States had been steadily rising as the 
dollar had been falling in foreign 
exchanges and that it was undesirable 
to check this movement. 

The American position was officially 
explained in a statement issued by the 
delegation in London as follows: 

“The American Government at 
Washington finds that measures of 
temporary stabilization now would be 
untimely. The reason why it is con- 
sidered untimely is because the Ameri- 
can Government feels that its efforts 
to raise prices are the most important 
contribution it can make, and that 
anything that would interfere with 
those efforts and possibly cause a 
violent price recession would harm the 
conference more than the lack of an 
immediate agreement for temporary 
stabilization. 

*“As to the ultimate objective, the 
American delegation has already intro- 
duced a resolution designed for ulti- 
mate world-wide stabilization of un- 
stable currencies and is devoting itself 
to the support of measures for the 
establishment of a co-ordinated mone- 
tary and fiscal policy to be pursued by 
the various nations in co-operation 
with each other, for the purpose of 
stimulating economic activity and 
improving prices.” 

In a further elaboration of policy 
Secretary of State Hull said: 

“It is, I think, obvious that in a 
time of emergency such as this each 
country must resort to whatever feas- 
ible methods are requisite to bring 
about an increase of commodity prices 
with the accompanying projects safe- 
guarding the country in the face of the 
general chaos of international trade. 
There is no reason that I can conceive 
why these respective programs, having 
for their purpose business recovery 
with full employment at suitable wages 
and satisfactory price levels, should 
not have the united support of all those 
who are sincerely striving for inter- 
national economic co-operation so in- 
dispensable to full and permanent 
recovery.” 

While Great Britain and France were 
greatly disappointed at failure to con- 
summate the temporary stabilization 





scheme the conference survived that 
particular shock. The real crisis 
came a few days later when a declara- 
tion of policy framed by Great Britain 
and also by the gold countries, includ- 
ing France, Italy, Belgium, Switzer- 
land and Holland, declaring for an 
eventual return to gold by all the 
nations and also for efforts to prevent 
excessive fluctuations in currencies, 
was rejected by President Roosevelt. 
This declaration had been framed with 
the co-operation of Prof. Raymond 
Moley, Assistant Secretary of State 
and it had been thought it would 
be acceptable to the President. 

The statement by the President 
explaining his opposition brought to a 
climax the determination of delegates 
of the gold countries to end the con- 
ference. The President described the 
proposal as representing ‘“‘a purely 
artificial and temporary experiment 
affecting the monetary exchange of a 
few nations only.”’ He said such action 
showed ‘“‘a singular lack of proportion 
and a failure to remember the larger 
purposes for which the economic 
conference originally was called to- 
gether.” He insisted that “the sound 
internal economic system of a nation 
is a greater factor in its well-being than 
the price of its currency in changing 


terms of the currencies of other 
nations.”’ 
While numerous committees and 


subcommittees were at work on a wide 
variety of monetary and economic 
subjects the French and other gold 
countries regarded currency stabiliza- 
tion as the essential arch to support 
the entire structure and believed it 
futile to continue. 

Before the conference opened the 
American position or at least that of 
Secretary Hull had been that while 


i, 


A general view of the auditorium taken 
when Prime Minister J. Ramsay Mac- 
Donald made his address. He surprised 
the American delegates by stating that 
war debts must be dealt with immediately 
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monetary questions were important 
the prime subject before the conference 
was the matter of trade barriers, 
particularly high tariffs. 

Shortly before the convening of the 
conference President Roosevelt, due 
to the situation in Congress in the 
closing days of its session, decided not 
to ask for blanket authority to negoti- 
ate for reciprocal tariff reductions 
which would not require ratification. 
This weakened the position of the 
American delegation. 

Early in the session of the London 
conference a resolution was offered, 
supposedly on behalf of the American 
delegation, which carried out the well- 
known Hull ideas for a flat percentage 
cut in tariffs. It was promptly 
repudiated by several members of the 
American delegation and it developed 
that it represented merely a suggestion 
placed in draft form by experts of the 
delegation. The delegation as a whole 
took the position that a flat percentage 
cut is not desirable for the reason that 
it may be advisable to increase some 
duties in the United States both to 
guard against depreciated currencies 
of other countries and to protect 
products involved in the farm and 
industrial recovery programs. 

The official American program was 
embodied in a resolution offered by 
Secretary of State Hull declaring for 
removal of embargoes, import quotas 
and various other arbitrary restrictions 
to international trade and for a reduc- 
tion of tariffs as quickly as possible by 
reciprocal bilateral agreements or by 
multilateral agreements to a_ point 
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where trade can once more move in a 
free and normal manner. 

Because of a lack of currency 
stability such nations as might have 
been interested in agreements for 
reciprocal tariff reductions were unwill- 
ing even to discuss the matter. The 
American position on currency stabili- 
zation therefore effectually blocked any 
action in this direction. 

As to the question of intergovern- 
mental debts the European debtors to 
the United States had reluctantly con- 
sented to its omission from the agenda 
for the conference. They had hoped 
that simultaneously progress would be 
made toward an agreement with the 
United States for a reduction in the 
debts. While they wanted currency 
stabilization the non-gold nations such 
as Great Britain were not ready to 
return to gold without a settlement 
of the debts. The French and other 
debtors to the United States also 
regarded a settlement of the debts as 
a necessary accompaniment of other 
proposed actions: Failure to make 
progress along this line added to the 
difficulties of the conference. 

The agenda for the conference as 
prepared by the commission of experts 
divided the work into six general divi- 
sions. These included monetary and 
credit policy, prices, resumption of the 
movement of capital, restrictions on 
international trade, tariff and treaty 
policy and organization of production 
and trade. 

King George opened the conference 
on June 12, being followed by Prime 
Minister Ramsay MacDonald, who 
presided over the sessions. Secretary 
Hull made a speech on behalf of the 
American delegation. The crisis on 
currency stabilization came during 
the fourth week of the conference. 
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The New 





Nine 


SECURITIES ACT 


A Digest of Its Provisions and Its Penalties 


securities selling is going to 

work out in actual operation 
is gradually becoming apparent. 
Geared to a wholly new legal mecha- 
nism and practice by the Federal 
Securities Act of May 27, 1933, 
banks, investment houses 


7 how the new line-up in 


by 


CHARLES R. ROSENBERG, Jr. 


Unquestionably, the machinery of 
control set up by the Securities Act 
contemplates a detailed regulation of 
securities selling by the Federal Trade 


registration statement is most 
comprehensive in scope, and in- 
cludes, among other things: 
The name under which the issuer 
operates, state of organization, and 
principal business office. 
Names and addresses of directors 
and chief officers, of the 





and securities dealers have rie 
viewed the future of mar- 


promoters of a _ proposed 
business, and, in the case of 
| 





keting and distribution in 
the securities field with 
more than a little puzzle- 
ment. Lawyers have said 
that interpretation of some 
of the finer points of the law 
will have to await definite 
rulings by the Supreme 
Court; but, by and large, 
the objects and_ require- 
ments of the new Act in its 
broader aspects are pretty 
clear. 

The purpose of the law, 
as set forth in its title, is 
“to provide full and fair 
disclosure of the character 
of securities sold in inter- 
state and foreign commerce 
and through the mails, and 
to prevent frauds in the sale 
thereof.”’ Heretofore it has 
been the buyer’s responsi- | 
bility to discover the full | 
facts about the investments | 
offered him. Under the 
Securities Act, the duty of 
revealing them is on the 
seller. 











The Equiry CorroraTION 
Preferred and Common Stocks 


HE FQUITY CORPORATION (a Delaware Company) *: designed 

primarily as 2 management investment company. One of its objectives is 
to bring about the consolidation of several investment companies inte one corpo- 
ration, The Corporation's capital structure enables the investor to obtain a 
common stock of the “leverage” type and a preferred stack having an attrac 
tive right to convert into this “leverage” common stock. 


Outstanding features of the Corporation: 


Simpre Caprran Sreccrere comprises only cumulative convertible 
preferred stock and commun stock. The Corporation has no 
aptians, warrants, management stock or management contracts 
authorized or outstanding, nor are any to be created in connection 
with the current exchange programs. 


ManaceMent is concentrated in a small board of five directors 
who are actively engaged in the administration of the affairs of the 
Corporation and its controlled companies. 


Derinrre Porictes of investment and of periodic reporting of 
financial condition have been adopted by the Boards of Directors 
of the Corperation and its two largest controlled companies. 


The Corporation's shares are currently traded in the over-the- 
counter market. 


NOTE 

‘The Securities Act of 1933 provides that a registration statement may not be filed with 
the Federal Trade Commission within forty days following its enactment (May 27, 1933) 
Rules and regulations with regard to such registration have not been issued by the Commis 
sion. As soon as pecmissible The Equity Carporatian proposes to file such registration state- 
ment in compliance with the rules and regulations of the Commission when promulgated, as 
may be required under the Act. “ 

No dealer, salesman or any other person is authorized to give, and no person is entitled 
to rely on, any other information or representations than those contained in this prospectus. 


] a partnership, of the part- 
ners. 

Names and addresses of 
underwriters. 

Names and addresses of 
all persons holding more 
than 10 per cent of stock 
in any issuing corporation. 

Amount of securities of 
the issuer held by directors, 

officers, promoters, part- 
ners, underwriters, and 

stockholders owning more 
than 10 per cent of issuer’s 
stock. 

General character of busi- 
ness operated or to be 
operated by the issuer. 





STATEMENT of capitali- 
zation of issuer. This is 
required to be very detailed 
and covers the entire capital 
structure and set-up. 
Outstanding options 
against the security to be 
offered, with names and 
addresses of all persons to 
be allotted more than 10 

















July 7, 1933—the forty- 
first day after the law was 


per cent of such options. 











J Classes of capital stock 





approved by the President 
—was the first day on which 
an issuer of securities could 
take the first step to bring 
his offerings within the new 
legal requirements. That step is the 
filing of a so-called “registration state- 
ment” with the Federal Trade Com- 
mission. Twenty days thereafter — 
on July 27th —the registration, unless 
otherwise ordered by the commission, 
became effective, and thereafter it was 
lawful to sell the securities covered by 
the statement through the mails or 
otherwise in interstate commerce. 


SSS 














securities act 


Commission. The core of the whole 
matter is the registration statement. 
By filing such a statement in triplicate 
the issuer of any security, which it is 
proposed to sell or advertise in inter- 
state commerce, initiates the procedure 
whereby it subsequently becomes law- 
ful for him to market his offerings 
throughout the country. The informa- 
tion required to be set forth in the 


SSS 
This twelve-page prospectus was given wide publicity in New 
York newspapers as the first to be issued under the new 











issued or included in the 
proposed offer. 

Funded debt outstanding, 
with complete details, in- 
cluding complete _ state- 
ments of any substitutions permissible. 
This latter requirement is apparently 
concerned with bonds and notes con- 
taining options to convert into stock. 

Specific purposes in detail for which 
the funds raised by the proposed 
securities are to be used. 

Remuneration paid or to be paid by 
the issuer to its officers, directors and 
other persons, naming them wherever 
(Continued on page 27) 





Inflation Likely to Proceed 
in Federal Finance Program 


Increased use of inflationary powers vested in the 
President in the farm act appears inevitable during 
coming months as the Treasury works out its financing 
problems. There is increased consideration of a refinanc- 
ing of war bonds which are callable but have not matured. 
The Treasury was urged to refinance the war bonds at a 
lower rate of interest in the Bone resolution adopted by 
the Senate in the closing days of the special session. But 
Treasury officials have reason to be more immediately 
concerned about the refinancing of short term maturing 
obligations and the financing of the $3,300,000,000 public 
works program and of $1,900,000,000 of additional borrow- 
ing proposed during the next year or two through the 
Reconstruction Finance Corporation. 

While the British conversion of war bonds from a 5 per 
cent basis to a 3% per cent basis and a similar operation 
by the French were the example held up to the Treasury 
in the Bone resolution the situation with respect to bonds 
of the United States is not quite the same. There are no 
bonds outstanding with an interest rate as high as 5 per 
cent. The average interest rate of the entire public debt 
of about $22,000,000,000 is only about 3% per cent. 

It is true, however, that if a 1 per cent saving in 
interest could be made in the 44% per cent war bonds 
which are now callable it would mean an annual saving 
to the Treasury of about $68,000,000. Thus far the market 
has not seemed ripe for such an operation. Treasury 
officials have not viewed with favor a proposal to ask 
holders of bonds which have not matured to exchange 
them for obligations with a lower rate of interest as was 
done in Great Britain. 

The Fourth Liberty Loan 41% per cent bonds which 
were callable this year, maturing in 1938, amount to 
$6,268,095,250. The First Liberty Loan converted 44 per 
cent bonds which were callable last year, maturing in 
1947, amount to $535,982,600. Other First Liberty bonds, 
also callable, include $1,392,227,350 with interest at 31% 
per cent and $5,002,450 with interest at 4 per cent. 

Short term certificates and Treasury bills maturing 
during the last six months of 1933 amount to more than 
$2,500,000,000. 


Possibilities Under the New 
Railroad Co-ordinator Law 


The new railroad co-ordinator law sponsored by 
President Roosevelt may easily be a step which will fasten 
government control more firmly upon the railroads or 
even lead to government ownership. Already through 
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the Reconstruction Finance Corporation the government 


holds a heavy mortgage on many railroads. As a creditor 
holding a mortgage on which there is a default it would 
perhaps be a simple matter for the government to obtain 
ownership of the roads. 

Under the terms of the law the co-ordinator will retain 
his powers for only one year unless extended by a proclama- 
tion of the President for a second year. It is the general 
expectation that most of the emergency laws will be 
extended by Congress for further periods. They do not 
all expire simultaneously and it will be a fine point to 
decide when the emergency has passed. Some of the 
measures, such as the emergency banking act, are effective 
as to certain provisions until the President declares the 
emergency ended. There is no definite limit on most of 
the sections of the farm act. 

The purposes of the railroad act creating a co- 
ordinator are, as stated in the law, to encourage and pro- 
mote or require such action on the part of the carriers and 
of subsidiaries, subject to the interstate commerce act, as 
will avoid unnecessary duplication of services and facilities 
of whatsoever nature and permit the joint use of terminals 
and trackage incident thereto or requisite to such joint use. 


Looking Ahead at Prospects for 
Further Bank Legislation 


The new Banking Act of 1933 may or may not prove 
to be the means tor accomplishment of the unified system 
of institutions under federal supervision that some had 
visioned. On the face of the act the non-member state 
banks must apply for membership in the Federal Reserve 
System by July 1, 1936, in order to continue thereafter 
to enjoy the benefits of the bank deposit insurance provi- 
sions. This requirement in the act represented a com- 
promise between the element favoring a unified banking 
system led by Senator Carter Glass of Virginia and the 
defenders of the non-member state banks led by Repre- 
sentative Henry B. Steagall of Alabama. 


The reason for doubt that the requirement for member- 
ship in the Federal Reserve System after July 1, 1936, 
may be effective lies in the inability of anyone to forecast 
what action Congress may take in the three years belore 
that date arrives. As the date approaches the friends ol 
non-member banks may contend that the burden ol 
membership in the Federal Reserve System will fall too 
heavily upon many of these institutions. They may seek 
an extension of time or even the repeal of the requirement 
itself. 

A great deal depends of course on the success of the 
bank deposit insurance system, the fate of which still 
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seems indefinite. and upon banking conditions in general 
during the next three years. 

One possibility is that new banking legislation will 
be undertaken within the next year or two, at which time 
proponents of unified banking may press for its accom- 
plishment by other means. Those favoring a dual system 
have so far been strong enough to block efforts along this 
line. 

As matters stand at present the great majority of the 
state banks are outside the Federal Reserve System. On 
December 31, 1932, there were 18,390 banking institutions 
in the United States. Of these 6,816 were members of the 
Federal Reserve System, 6,011 of them being national 
banks and 805 state banks. Non-member banks included 
594 mutual savings banks, which for the first time under 
the new Glass-Steagall act are eligible for membership in 
the system, and 10,980 other banks. 


Deposits of all banks in the United States on December 
31, 1932, totaled $41,643,000,000. Of this amount $24,- 
803,000,000 was in national and state member banks of 
the Federal Reserve System, $10,022,000,000 in mutual 
savings banks and $6,818,000,000 in non-member banks 
under state supervision. 


Volume of Currency Circulating 
Is Slowly Decreasing 


While the volume of currency in circulation, which 
reached a record peak by reason of hoarding during the 
drains on bank deposits just prior to the national bank 
holiday, is slowly decreasing the total remains considerably 
above the amount which was sufficient to supply all needs 
during the period of great business activity prior to the 
stock market crash of 1929. 

Somewhat more than half of the total currency in 
circulation continues to be accounted for by Federal 
Reserve notes. Thus in the Treasury’s monthly state- 
ment as of June 1, $3,166,653,385 out of $5,812,884,337 
of currency in circulation consisted of Federal Reserve 
notes with a minimum gold backing of 40 per cent and with 
a cover for the remaining 60 per cent of gold, government 
bonds or eligible commercial paper. 

The Federal Reserve Bank notes, which may be 
secured either by government bonds or by paper assets 
under the emergency banking act of March 9, have been 
slowly increasing in volume. On June 1 the total out- 
standing was $124,715,934 and the total in circulation 
$97,841,780. During June the total outstanding and in 
circulation approached $150,000,000. This is a small 
amount in comparison with the $2,000,000,000 which was 
printed for emergency needs following the passage of the 
March 9 act. 

National bank notes form the largest amount of 
currency in circulation next to the Federal Reserve notes. 
The amount of these notes in circulation according to the 
June statement was $921,582,638. This represents an 
increase of considerably more than $200,000,000 since the 
passage of the Borah-Glass amendment to the home bank 
act a year ago under which it was made possible by giving 
all government bonds bearing interest up to 33¢ per cent 
the circulating privilege as security for national bank 
notes to expand the amount of this kind of currency by 
nearly a billion dollars. Issuance of these notes has been 
profitable to the banks but the Borah-Glass amendment 
has had little influence upon business by reason of cur- 
rency expansion, such notes merely replacing Federal 
Reserve notes with which business needs might otherwise 
have been met. The national bank notes are secured 
only by government bonds except that the banks must 
maintain a fund of 5 per cent in lawful money for their 
redemption. 





Eleven 


The next largest amount of currency in circulation is of 
silver certificates which are secured dollar for dollar by 
standard silver dollars. The amount of these certificates 
was $358,827,513. Next come the United States notes or 
greenbacks of which $346,681,016 are outstanding and 
$265,105,179 in circulation. These are secured by a gold 
fund amounting to $156,000,000. 

Gold coin and bullion in circulation amounted to 
$324,395,786. Gold certificates, which formerly repre- 
sented a considerable item, have shrunk to $280,001,199 
which amount is rapidly decreasing as Treasury and 
Department of Justice officials continue their efforts to 
have these turned in. The gold certificates have a 100 per 
cent gold cover and their conversion into other types of 
paper currency releases a considerable volume of gold. 

Other currency in circulation included $112,220,496 
of minor coin, $28,003,235 of standard silver dollars and 
$1,202, 950 of Treasury notes of 1890. 


Scaling Down the Principal 
of the Home Mortgage 


The new home owners corporation act is intended to 
make possible relief to a considerably broader group than 
the measure as originally sponsored by President Roosevelt 
limiting its effect to homes valued at $10,000 or less. As 
signed by the President the bill applies to homes valued 
up to $20,000. 

The act creates a corporation with a capital stock of 
$200,000,000 subscribed by the Treasury through the 
Reconstruction Finance Corporation. The corporation 
may issue $2,000,000,000 .of bonds to be used chiefly in 
exchange for home mortgages. The bonds will run for 
eighteen years and will bear interest at 4 per cent. The 
government guarantees the interest but not the principal. 


The bonds will cover the refunding of mortgages, the 
act contemplating this process rather than liquidation in 
cash. Payment of cash is permitted to cover accrued 
taxes, assessments, necessary repairs and maintenance 
and incidental costs. The total amount may not exceed 
$14,000 or 80 per cent of the value of the property, which- 
ever is smaller. The amount is to be refunded in a single 
mortgage and paid off, principal and interest, over a period 
of fifteen years. An interest rate of 5 per cent is charged 
on the loans. The owner may have an extension on the 
principal for a three-year period. It is possible to refund 
not only a first mortgage but a second or any other lien 
up to a total of 80 per cent of value. 

Loans in cash may be made on homes not otherwise 
encumbered for payment of accrued taxes, assessments, 
necessary repairs and maintenance, but not exceeding 
50 per cent of value. Moreover, loans are authorized to 
take up mortgages in cash when the owner of the mortgage 
will not accept bonds, and the owner cannot obtain funds 
elsewhere in ordinary lending channels, and such loans 
shall be carried at a 6 per cent interest rate and paid off, 
principal and interest, over a fifteen-year period. Loans of 
this character cannot exceed 40 per cent of the value of 
the property. No large volume of mortgages can be 
liquidated in cash under this clause because most homes 
are mortgaged for more than 40 per cent and also because 
sufficient funds are not available to take over any large 
percentage of the home mortgage indebtedness of the 
country. 

As in the case of the farm mortgages refinancing under 
the farm act it is intended that the limitations in the act 
will have the effect of forcing a scaling down of the 
principal of many mortgages. 

Although separate from the home loan banks the home 


owners corporation will be managed by the home loan 
bank board. 
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AUDITING 


by Continuous Control 


by SCHWEER R. QUADEN 


Comptroller, First Wisconsin National Bank, Milwaukee, Wisconsin 


P AHE need for adequate and 
competent bank auditing 
is so obvious that it 

requires no argument. Yet, 

strangely enough, this is one 
department in which a sur- 
prisingly large number of banks 
show weakness. Most of the 
really large banks have devel- 
oped their auditing to a high 
degree. Most of the really 
small banks, country institu- 
tions with not more than a 
couple of employees and active 
officers, cannot have anything 
that deserves the name of 
internal auditing, simply be- 
cause nobody can audit him- 
self. It is in the realm of middle- 
sized banks that the greatest 

opportunity for auditing im- 

provement lies—although a 

good many of these banks have 

internal audits ranking close to 
the top of the perfection of 
the art. 

Just why auditing is generally 
under-developed in comparison 
with operating is not difficult to 
understand. Operating develops 
of necessity along with the 
bank; poor operating soon puts 
a bank out of business. Poor 
auditing, or no auditing at all, 
may on the other hand cause 
the bank no loss, or even save it 
expense, just so long as there 
enters the picture no weak or 
warped individual in a position 
to lose his perspective on just 
what belongs to him and what 
belongs to his employer. At its 
worst, under these conditions, 
poor auditing may lead to a loss 
far beyond the limits of insur- 
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Two misconceptions of the functions 


of auditing are surprisingly widespread 
in banking. 
examinations—by national, state, or 


One is that outside 


clearing house examiners—are the 


equivalent of auditing. 








What Auditing Should 
and Can Do 


1—Audit to remove temptation before the defalca- 
tion. 

2—Handle internal auditing, to as great an extent 
as possible, through continuous control. 


3—Know the operating system in use and hunt for 
weaknesses; permit no changes without approval of 
auditor. 


4—-Auditor should not have control of cash or se- 
curities nor should he have signing powers. No 


operating man should have too much overlapping 
authority. 


5—Auditor should be privileged to make a report 
to the board of directors at any time. 


6—Every department should be completely audited 
at least once a year. 


7—Complete your audit by following through on 
all transactions. 


8—Besides verifying what the records call for, 
ascertain that the records are themselves correct. 


9—When counting cash or securities never leave 
your man nor permit your man to leave you. Break 
seals and reseal personally when counting sealed 
assets. 


10—Securities and reserve cash and the outer doors 
of the vaults should be under dual control. 


11—Securities belonging to others should not be 
under the control of the man having custody of the 
bank’s own securities. 


12—Verification from the customer is a very de- 
sirable form of audit. 

13—Auditing by rotation of employees and the 
internal check should not be overlooked. 


14—-Every officer and employee must take an an- 
nual vacation. 


15—A good auditor has an inquisitive mind 
rather than a mind addicted to routine. 


The other, 
closely related and held by some 
auditors who ought to know 
better, is that internal auditing 
should ideally get over the same 
ground as an outside examina- 
tion, and in much the same 
fashion. 

While it is true that outside 
examiners, in connection with 
their periodic examinations 
make a verification of the 
bank’s assets and liabilities and 
also, particularly in the case of 
clearing house examiners, of 
the income and expense ac- 
counts, it is necessary to keep 
in mind that as a rule the 
primary object of such outside 
examinations is to establish the 
soundness of the institution and 
this is based upon a valuation 
of the assets rather than upon 
a detailed audit of the bank’s 
operations. 


Y own belief, which is per- 
haps based on the funda- 
mental policies of our own insti- 
tution, is that auditing is quite 
a different function from 
examination. Examination is a 
periodic check-up to make sure 
that everything is as it should 
be. Primarily, internal audit- 
ing is a continuous process a 
combination of day-by-day 
check-up and operating control. 
In fact it is distinctly difficult 
to draw a thin line on one side 
of which you can say, “Here 
operating stops,’ and on the 
other side, “Here auditing be- 
gins.” 
Consider, for instance, a rule 
that is standard with us and 
with may other banks. Any 
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ance coverage and a consequent im- 
pairment of capital. Even though the 
loss be moderate and covered by 
insurance, it all goes to hold premium 
rates at a high level. Nor are the 
benefits of holeproof auditing con- 
fined to preventing losses from dis- 
honesty. An entirely honest employee 


may, for example, develop a faulty 
technique of figuring interest or dis- 
count, and thus cause the bank a 
steady leak of the income to which it 
is entitled. But a proper system of 
auditing will catch this weakness before 
it has had a chance to cause more than 
a few days’ minor loss. 


savings withdrawal of $200 or more re- 
quires the initials of another teller in 
addition to the initials of the teller 
making the payment. Is this operat- 
ing or auditing? I don’t quite know. 
It is certainly operating up to the 
point where the savings teller makes 
the entry in the pass book, and a few 
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SCHWEER R. QUADEN 


seconds later when he pushes the money 
through the window to the customer. 
Between these points, during the in- 
terval while the second teller is initialing 
the transaction and watching the first 
teller pay out the cash, it is probably 
an auditing function. But the two are 
almost inextricably intertwined. No- 
where in this particular operation, 
however, is there anything that par- 
takes of the nature of an outside 
examination. 


"T HERE are other important differ- 
ences. Consider income auditing. 
This is something that outside examin- 
ers do not emphasize. They are pri- 
marily concerned with assets (which are 
comparatively static) as contrasted 
with a distinctly secondary interest 
in income (which is dynamic). But 
the bank must be, and its auditing 
should be, vitally concerned with 
income. For the bank lives by its 
income, not by its assets. If an asset 
is mislaid—and I suspect every bank 
has at some time or other discovered a 
missing check or bond on the floor or 
in the wastebasket—it eventually 
turns up unless dishonesty enters. 
But if an income item is mislaid or 
missed, it is gone forever, and with it 
the bank’s opportunity to profit to 
this extent. All of which is a keynote 
to much of the auditing in our bank. 

Some friends of mine recently worked 
out a set of basic principles of auditing 
policy and procedure and gave me a 
copy. To it I have made a few small 
changes and additions. It is presented 
here not as an outline for the rest of 
the article (for I do not intend to 
follow it) but rather as a_ concise 
statement of what auditing should 
and can do, as accepted by some 
competent auditing authorities. 

It would be possible to cite from 
our own practice various procedures 








applying to each of these fifteen head- 
ings. This would not, however, get 
over the ground laid out for this 
article. Nor, I believe, would this be 
of maximum benefit to other bankers. 
Auditing procedures must vary with 
the circumstances surrounding the 
individual bank: size, operating 
methods, whether under one roof or 
with branches, and so on. The 
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his time or so large that the auditing 
department fills half a floor of the 
building. 

At this point it might be well to 
point out that auditing, however you 
and I may insist that it is in a given 
instance either right or wrong, is 
inevitably a matter of compromises. 
The only theoretically perfect auditing 
would be a system by which every 








STANDARD PRACTICE MANUAL 





Report includes: 


q) 
(2) 
G3) 
(4) 
(5) 


Adding Machine run of ledger. 


1 Main Office Auditing Dept. 
(Monthly) 
1 Branch Office. 


Handling Customers’ Statements 
at End of Month: 


Adding Machine run of statement (in duplicate). 

Certificates covering statement enclosure and statements mailed. 
Certificates signed by Mail Clerk and Messenger. 

Certificate showing proof of statements. 


At the end of each month someone from outside the Bookkeeping and Commercial Tellers Depart- 
ments will run a balance of the individual ledgers split into sub-sections in accordance with the number 
of statement squads to be assigned, with a “'T”’ total made for each sub-section. 


The squad assigned to put up the statements for the respective sub-sections of the ledgers will be 


so arranged in personnel that no bookkeeper will work on the statements of his own ledger, and the 
squad will be assigned to a different ledger or sub-section of a ledger each month. This will necessitate 
that a new statement squad list will be prepared for each Office each month, a copy of which will be 


sent to the Auditing Department. 


this Supervisor. 


respond with the ledger balances. 
of Form 258 and make a carbon duplicate. 


statements have been run. 


Statement Clerk. 


them on the face of Form 258. 


in the Branch Office as a local record. 





The work of getting out the statements will be supervised by someone outside of the Bookkeeping 
and Commercial Tellers Departments who will be designated as “Supervisor” and will be responsible 
to know that all of the regulations and requirements of the Comptroller are strictly complied with. 
The “‘T”’ totaled trial balances of the ledgers at the end of each month will be in custody of 


The person to whom the particular-sub-section has been assigned will first check the statements 
for his sub-section against the ledger to know that the balances carried down on the statements cor- 
He will then run his statements on the adding machine on the back 
The total must be in agreement with the corresponding 
“T” total of that sub-section of the ledger, which figures will be procured from the Supervisor after the 


Proceed then to put up the statements in the manner prescribed by the Supervisor (see outline 
Page F. 20) and deliver them intact, together with one copy of the adding machine list thereof to the 


The Statement Clerk will satisfy himself that all statements listed on back of Form 258,. except 
those delivered to Mail Clerk and/or shown as “Exceptions” are in his possession and will receipt for 


The receipted copy of Form 258, signed by the person responsible for the sub-section, the State- 
ment Clerk, the Mail Clerk, and the Supervisor, will then be sent to the Auditing Department accom- 
panied by Form B, 140, signed by the Mail Clerk and Messenger; and the duplicate copy will be retained 








The auditing procedure of the First Wisconsin National Bank has been 

largely standardized and printed in a Standard Practice Manual. This page 

from the manual covers the handling of customers’ statements at the 
end of the month 


methods that we use might, therefore, 
while entirely satisfactory for our 
purposes fail to fit the requirements 
of another institution outwardly much 
like ours. But the basic principles 
apply to all banks, whether under one 
roof or with many branches, whether 
so set up that continuous control or 
periodic check-up is best at a given 
point, whether so small that the book- 
keeper handles the auditing in part of 


transaction is 100 per cent audited 
every day, with frequent periodic 
check-ups thrown in for good measure. 
Any banker knows that this is impos- 
sible. The profit margin in banking, 
even in good times, is so thin that 100 
per cent auditing throughout would 
eat up a good part, if not all, of the 
margin. Good auditing consists, there- 
fore, of 100 per cent control at key 
points and a less exhaustive check at 
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Mr. Walter Kasten, President, 
First Wisconsin Netional Bank, 
Milweukee, Wisconsin. 

Dear Sir: 


We have completed an audit of the 


DI 


E 


audit, 


should be handled as follows: 


INDIVIDUAL BOOKS 


proper authority in writ ing: 

Mfg. Co. 

WO a ee 
Bros, 





Drafts drawn by 


SAVINGS 


the average percentage for the bank. 
should be more aggressive at this office. 





and submit the following comment and criticism: 


A list of notes showing alterations as to date or amount is attached hereto, 
Two notes teken for interest and not carried in the bills had not been reported 
to the Auditing Department, as required by Section D-39 of the Branch Manual. 
Several stockpowers were not properly witnessed, 
. 15% dividend payments received on claims against former 
not deducted on the collateral record although they were applied against the loans. 
Bxchanges of bonds for certificates of deposit issued by bondholders’ committees 
Customers should sign request for forwarding bonds to approved agents. 


receipt should be requested by the branch office and the collateral record should be 
marked off and a new entry should be made on old sheet, 


Drafts drawn by the firms listed below were charged to their accounts without 


are referred to them by telephone. 
requested to mail their check or authorize payment by letter. 


We found that two withdrawals against accounts in the "Speciel Inactive Account" 
control did not show the 0.K. of the assistant manager. 


CASH ITEMS 
The following items should be immediately disposed of: 
DATE 
2/26/33 Life insurance premium paid by bank $ 192.25 
3/17/33 Check of Indemnity Co. cashed for , Bank 
closed. Claim should be filed - 25.00 
GENERAL 


We noticed that tellers’ cages are not dlways locked when teller leaves cage. 


The percentage of delinquencies in personal loans is -.042 which is higher than 
Apparently the follow-up work on personal loans 


April 24, 1933 


Office as of April 17, 1933, 


This was corrected during the 


State Bank were 


A deposit 


Salesmen's Drafts 
" n" 


" " 


They should be 


Respectfully submitted, 


AUDITING DEPARTMENT 








The auditor in charge makes a complete report. 
form report, such as that shown above. 


He further prepares a short 
This report is the form used for 


reporting to the bank’s officers 


points where weaknesses are less likely 
to creep in. Just where this point is 
must be a matter for individual 
judgment in any bank. The effective- 
ness of the auditing therefore hinges 
on the soundness of the judgment 
applied in making these decisions. 

Let us look at a few specific examples 
illustrative of some of the principles 
which are sometimes under-empha- 
sized. My own experience and ob- 
servation lead to the conclusion that 
many banks could improve their 
audits and at the same time reduce 
their auditing expenses by putting 
more attention on handling internal 
auditing through continuous control. 
This means, usually, so tying together 
the operating and the auditing that a 
weakness shows up in the course of 
routine auditing. 

Consider, for instance, 
routine connected with 


the whole 
customers’ 


statements of checking accounts. This 
is a point where many banks have had 
serious trouble, largely because some- 
one more ingenious than honest has 
discovered some method of substitut- 
ing a false statement for a true state- 
ment of the customer’s account after 
the balance has been proved. 

We follow a procedure which makes 
it practically impossible to tamper with 
customers’ statements. This routine 
has been carefully worked out, and 
it includes such generally accepted 
methods as that no bookkeeper will 
work on the statements of his own 
ledger, and the squad will be assigned 
to a different ledger or sub-section 
each month. The statement squad 
list is prepared anew each month and 
a copy sent to the auditing department, 
which checks this against previous 
lists to make sure there are no viola- 
tions of the rules. All the way through 
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the process there are definite checks 
against irregularity, and reports come 
to the auditor at crucial points. If at 
any point in the routine there is a 
slip-up, the auditing department 
watches the whole operation with 
unusual care for some months there- 
after to preclude any ill effects. 


ig has been found advisable in our 

organization to develop a set of 
standard practice instructions for all 
operating. These are run off on a 
duplicating machine and kept in loose- 
leaf books. Thus there is little 
opportunity for any employee to 
plead ignorance of an_ established 
routine. It is a part of his job to 
know the routine as provided in his 
instruction book. These instructions 
apply to our eight branches in Mil- 
waukee, as well as to the head office. 
To make sure that the instructions are 
practical and fully understood, we 
periodically call into the main office all 
employees affected by a certain set of 
rules, and read them over in an 
informal round-table meeting. If there 
are any points at which the instructions 
do not agree with the working methods 
attainable in a given branch—and it 
may as well be admitted that this 
situation arises occasionally —the rules 
are altered to cover the requirement. 
If an improvement is suggested, it is 
considered and adopted. But the 
important point is that the employees 
who leave such a meeting leave with a 
complete understanding not only of 
the letter of the accepted procedures 
but also with a knowledge of just why 
every item stands as it does. 

Incidentally, but not too inciden- 
tally, we can imagine no better way to 
eliminate loopholes from a_ routine 
than by preparing such a set of 
standard practice instructions. When 
you face a piece of blank paper and 
prepare to set down upon it the precise 
manner in which each operation shall 
be handled step by step, you fre- 
quently stub your toe over the fact 
that some operation is not so airtight 
as you thought it. I know this has 
happened repeatedly in our organiza- 
tion as we have prepared these instruc- 
tions —or as we have prepared instruc- 
tions on some new routine which until 
that moment looked much better than 
the old one. Then, of course, it is 
made airtight to the best of our ability. 

Our standard instructions are so 
set up as to give us the complete 
control and tie-in between operating 
and auditing that makes for prevent- 
ing errors and irregularities. Let me 
quote, as an instance, our standard 
instructions on proofs made _ in 
branches. It reads: 

Proofs Made —Monthly report of: 

1 Comptroller. 

1 Branch Bank Division. 

1 Branch Office. 


(Continued on page 28) 
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CLEARING HOUSE 


by 
HENRY F. WOODS, Jr. 


HE Irving Trust officials are 
often confronted with the prob- 
lem of whether or not to 
continue a business. 
“This is a point to which careful 
consideration is given by the repre- 














Fifteen 
NEW PLAN for Handling 
BANKRUPTCIES 
PART II. Problems of the receiver are 
as varied as the problems of business 


sentative in charge of the proceeding, 
by the head of his group, and, if 
necessary, by the estates adminis- 
tration supervisor and/or the vice- 
president in charge of the division. 
The matter is also taken up with the 
creditors generally, or at any rate, 
with the leading creditors and their 
attorneys; and, of course, the matter 
is ultimately submitted to the court 
for its order,”’ the company explained 
to the Federal Court. 

It pointed out to the court that a 
decision on such a matter can often 
be made intelligently only after it has 
certain information as to costs, sales, 
management, financing, credits, etc. 
It may also have to decide whether 
to demand indemnity, whether to have 
a representative of the receivers on 
the premises during the continuance 
of business, how continuance of the 
business will affect insurance coverage, 
etc. 


HE bank has its own continuation 

of business form. With the data set 
forth in this form, a business executive 
can determine whether on that data 
alone or with the expenditure of a 
minimum of time on procuring addi- 
tional data, what the prospects are if 
business is continued. He can reach a 
quick, sound decision on the matter. 
Waste motion, needless fumbling about 
for data, statistics and figures, useless 
conferences are done away with when 
this form is employed. The form 
itself tells, among other things, what 
salaries are on the payroll, the cost of 
light, power, insurance, petty cash 
expenses, the representative’s time, 
the rent, advertising, etc. It gives 
estimated sales, mark-up, total cost 
of goods sold, gain or loss in dollars 
and cents, the amount of cash in the 
estate, the sum needed to continue, 
and other relevant data. 

Throughout the administration of 
an insolvency, there arise numerous 





Authorized to 
continue until 


Possession taken (date) 





DR, 


for continuation 














1. To: Group Head From: Representative 


Date 





A. Budget - Weekly Basis 


Please consider for approval the following proposed plan for continuation. 








Saleries as per payroll 


Rent on basis 








Cash in Estate $ 
Approved for 
Budget Correctéd to $ By 


on reverse side $ of $ . per month $ 
Light and power $ Telephones $ 
Insurance $ Advertising $ 
Representative’s time $ Fieldman's time $ 
Petty Cash expenses $ Total expenses $ 
‘ Total cost of Gain or 
Estimated Sales $ Mark up goods sold $ Loss $ 


Needed to continue $ 


Approximate period 
to continue 





Date 





B. Indemity asked for on basis of budget $ 


Approved by Date 





C. Payroll (reverse side) approved for $ 


Approved for $ 





Paid by Date 





By Date 





D. Accounting to be done (a) on premises, (b) 
Collections (a) at premises until 


by Accounting Department 





Fieldman assigned 


(bd) by Estates Collection Department 
for days 





Special insurance placed (type and amount) 








3. Further indemnity posted $ 


4. Order on further continuance by 


Approved 
2. Creditors meeting on further continuance Disapproved 


Date 





Date 





Date 





5. Business closed dom 





Date 











the reverse side, is submitted by Representative 
is prepared, 
to Scheduler as part of progress control record. 


R.F, 104 





Instruction: This form is completed through "D" by Representative before dispatching. Two 
copies are made vut, of which only the face of the form need be in duplicate. The carbon copy 
goes to Scheduler to "tickle" the Creditors’ meeting date. 


When continuation of business expires, Representative's copy, now complete, goes 


The original, filled out also on 
to Group’ Head for approval, as soon as budget 








The trust company regularly confronts the question of whether or not 
a business is to be continued as a going concern 


major and minor problems, the solu- 
tion of which necessitates the use of 
sound business acumen. The Irving 
Trust has discovered the way to handle 
many of these problems. For example, 
there is the problem of collecting 
receivables. 


The United States Solicitor General, 
after a nation-wide survey, reported 
to the President that “the meager 
collections from the accounts receiv- 
able of bankrupts are notorious.” 
As far as possible, the Irving Trust 
makes its first collection efforts through 
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its own Estates Collection Service. In 
some cases, however, it has been found 
best to turn the collection work 
over immediately to outside agencies. 
Delinquent accounts, of course, are 
handled by the attorneys, but only 
after making an effort to ascertain 
the condition of the debtor, to be 
reasonably certain the expenditure is 
worthwhile. All of these problems 
have had to be settled. 
In their solution it has 
been necessary to out- 
line certain general poli- 
cies. There has been 
the problem of auction 
sales, of depositing 
bankruptcy funds, of 
insurance on the prop- 
erty of bankrupt estates, 
of creditor relations 
and as to the retention 
of attorneys and ac- 
countants and the 
appointment of ap- 
praisers. 


ESTATE OF 
ADDRESS 


z 
OccurED 


Fire: Contents 


N auction sales it 

has been the policy of 
the trust company to 
determine early in each 
proceeding whether 
there shall be an auc- 


tion sale. If so, all 
necessary intermediate 
steps are taken 


promptly and the sale 
is held as soon as pos- 
sible. The Receivership 
Division has on_ its 
permanent staff men 
designated Inspectors of 
Sales. They devote 
their time exclusively to 
attending the auction 
sales of property or 
estates which the com- 
pany is administering. 
These men see to it that 
all the property is either 
sold or accounted for 
and that the correct 
amounts of cash are paid. In the past, 
certain objectionable practices in con- 
nection with sales of this type were 
generally known to take place. 
Through the operations of these in- 
spectors, the sales are bona fide. If 
they are not conducted properly, the 
inspectors have instructions to stop 
them. 

Any bank which undertakes the 
administration of bankruptcies will 
find itself confronted with the question 
of deposits. Should a bank or trust 
company acting as receiver be the 
depository for bankruptcies? 

From January, 1929, to March, 
1930, the Irving Trust deposited all 
funds of bankrupt estates in which it 
acted as receiver or trustee in desig- 
nated depositories other than the 
Irving Trust Company. In March 


COVERAGE 


NOTED 


To INSURANCE SECTION: 


intO Our possession. 


ATIVE 


NAME OF COMPANY 


of 1930, in accordance with a rule 
adopted with the unanimous consent 
of the judges of the Circuit Court of 
Appeals, it began taking deposits of 
bankruptcy funds. 

However, these funds were deposited 
only under the following practices, as 
outlined in its report to the Federal 
Court: 

““We have been depositing with our- 


INSURANCE REPORT ‘a. F. 114) 


(USE A SEPARATE SHEET FOR EACH LOCATION) 


DATE OF APPT. 
TYPE OF APPT. 


BU 


We have taken possession af the above premises. 
the following coverage. 


FIDELITY BONDS (SUPPLY APPL. BLANKS FOR 


c 


Nene PLR MD 


Plate Glass (Exterior) $ 


Mos. 
Mos 
Mos. 


We submit for your study the following policies of the above estate which have come 
Please transfer to apply to the above requisition or cancel and 


collect refund on premiums, as circumstances warrant. 


ABOVE) TO BE 


COVERAGE POLICY NOS. AMT. OF INS, 


MOT DAY 


REPRESENTATIVE 


ABOVE 


Revesemtauve 


"FOR INSURANCE SECTION 


CARE ~ Accountant 
THIS FORM SENT IN DUPLICATE TO INSURANCE SECTION, WHICH WILL COMPLETE AND RETURN ONE COPY 





A standard insurance report shows how the continuation of a busi- 


ness will affect insurance coverage 


selves the funds of most of the pro- 
ceedings in which the affairs of the 
bankrupt were being wound up and 
the estates were being liquidated for 
distribution to the creditors,’ its 
report pointed out. “In certain of 
such proceedings, however, the funds 
have been kept on deposit with other 
designated depositories. In proceed- 
ings in which the business was con- 
ducted by us, looking to a reorganiza- 
tion through composition or sale, we 
have not disturbed existing banking 
and credit affiliations by the with- 
drawal of funds from other designated 
depositories.” 

In handling insurance matters, the 
trust company has made it a practice 
not to disturb existing policies unless 
absolutely necessary by the financial 
condition of an insurer or some other 


Please arrange 


PREMIUM 
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compelling circumstance. Whenever 
possible, insurance is handled through 


the brokers or underwriters who | 
handled the insurance in the first 
instance. 


In the matter of creditor relations, 
every effort has been made to maintain 
during the proceedings active contact 
with the creditors, to advise with 
them upon affairs of the administration 
and to keep alive their 
interest. Creditors are 
called together and con- 
sulted with from time 
to time upon matters of 
importance. 

The subject of reten- 
tion of attorneys is a 
large one. The trust 
company has tried so 
far as possible to dis- 
tribute the legal work 
in its cases as broadly 
as has been compatible 
with the various factors 
involved. It has made 
an honest endeavor to 
put bankruptcy work 
on the same level as 
any other leading spe- 
cialty, such as admiralty 
or litigation. Attorneys 
are retained for legal 
work and not for han- 
dling of administrative 
matters. In 3,552 cases 
in which attorneys were 
retained, the average 
number of cases per 
attorney was 11.5. 


EMPLOYEE'S 


BY INSURANCE 


ACTION TAKEN 


with 
of ac- 


N connection 
the retention 
countants, the chief 
worry likely to con- 
front the administrator 
is what to do in those 
cases which are often 
too small to cover the 
ordinary costs of an 
accountancy examina- 
tion. The Irving Trust 
Company arranged with a firm 
of accountants to have them set up a 
department in space adjoining the 
Receivership Division, to make exam- 
ination of the bankrupts’ books and 
financial records in such small asset 
cases as might be referred to them. 
The compensation in these cases was 
at agreed hourly rates appreciably 
below those which would ordinarily 
be charged. In addition, the aggregate 
charge which could be made in any 
proceeding was limited according to 
the assets found in the estate. In 
cases where it was only necessary for 
the accountants merely to scrutinize 
the books and records, where no 
auditing was necessary and no detailed 
written reports were required, the 
charge was limited to five dollars. 
These arrangements have minimized 


(Continued on page 26) 
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THE BURROUGHS 


The Record of High Grade 
INDUSTRIAL BOoNDs 


How their three-year record compares 
with that of the utilities and rails 


HE irony of fate is not always 

confined to romantic legends. 

Unfortunately, it may at times 
extend to the prosaic field of finance, 
to which only too many of us can 
attest. It is more than likely that the 
permanent investor in bonds finds the 
need for liquid funds most pressing at 
a time when financial 
markets are generally 


by 
R. E. STANLEY 


paratively small size of this industrial 
group is an aid to our purpose, and 
offers possibilities for specific study. 

Believing it to be of more general 


points; the long-term bonds averaged 
19.4 points. Steel and mining bonds 
weighed heavily marketwise in both 
averages. In eliminating four of these 
issues which have been exceptionally 
notorious in market deportment, the 
averages would have resulted in 12.7 
and 16.8 points, respectively, as indi- 
cating the limits of the spread in 
market prices of the Industrial group. 
As a matter of comparison, research 
discloses that during the same period 
United States Government _ issues 
moved in a 11.5 point range, and who 
can deny this group its premier posi- 
tion in the field of in- 





vestments. The price 





unfavorable to disposal 
of securities. These 
provoking circum- 
stances are accentuated 
in recalling the three 
supreme virtues ex- 
pected to attend bonds 
as a medium of gainful 
investment of capital: 
first, no loss of interest; 
second, no loss of prin- 
cipal; and third, little 


Long Term 








Short Term 


General Average 


Price Range Averages covering years of 


1929 to 1932, inclusive 


25 High-grade ‘‘Test Group,” elim- 25 High-grade 25 High-grade 


Industrials of inating 1 Mining Public 


“Test Group” and 3 Steel bonds Utilities 
SPREAD SPREAD SPREAD 
enn 19.4 points 16.8 points 18.6 points 
eo 15.4 points 12.7 points 10.9 points 
wee. 18.3 points 15.6 points 16.5 points 


range of this class of 
securities has real sig- 
nificance in measuring 
industrial price ranges. 
Railroads = : : 
l is interesting to 


SPREAD note the results of 


) twenty-five highest- 
33.6 points grade public utility and 
27.9 points a similar number of 
32.1 points equally-rated railroad 





bonds, wherein averages 











or no loss upon sale 
should the need arise. 
When evidence points to unquestioned 
assurance of principal and interest, the 
permanent bond buyer is likely to 
muster genuine resentment in taking 
more than nominal losses upon selling 
a bond. 

However, in considering fluctuations 
of bond prices, the futility of ignoring 
economic conditions and the reacting 
forces upon security markets is, of 
course, recognized. The next step lies 
in determining what deviation from 
utmost market stability may be rea- 
sonably expected. The substance of 
this article concerns the manner in 
which high-grade industrial bonds, as 
a class, have conducted themselves 
marketwise during the last few years of 
depressed markets, and an examination 
of investment factors common to high- 
grade industrial bonds which are 
instrumental in lending resistance to 
disastrous fluctuation. 

Of the $51,863,419,183 par value 
bonds listed on the New York Stock 
Exchange as of a recent date, $3,240,- 
382,061, or 6.2 per cent represented 
American industrial bonds of all grades 
and classifications. The highest rank- 
ing issues approximated some $500,- 
000,000 of the latter figure. The com- 


helpfulness to investigate the attri- 
butes of bonds having weathered the 
economic elements, we have chosen to 
discuss the industrial issues which 
today bear the highest ratings, rather 
than following through those issues 
which in 1929 bore the highest ratings. 
Out of a list of some thirty-seven 
industrial bond issues, now bearing one 
of the two highest ratings, as deter- 
mined by a leading financial service, 
twenty-five bonds were found suitable 
for the test in market movements. 
Seven of the twenty-five issues bore 
early maturities of three to seven 
years; the balance ranged from eight 
to sixty-six years to maturity all of 
which typified some ten distinctly 
different industries. 

It is well probably to be reminded 
that a price range measures the number 
of points represented in the market 
price swing from the high to the low 
price for the period in question. It is 
the degree of narrowness in the price 
range of a bond which determines the 
presence of market stability, or the 
lack of it. For the approximate four- 
year period of 1929 to 1932 inclusive 
the market spread in the case of the 
early-maturing issues averaged 15.4 


have been established 
on the same basis as 
those of the industrial group. 

It is readily seen that the ‘Test 
Group” as originally composed, ranked 
a very close second to the public 
utility group, with a difference of 
only .8 point in the long term group, 
and a somewhat greater deflection of 
4.5 points in the early maturing group, 
resulting in an over-all difference of 
1.8 points. 

The second group of Industrials 
wherein discrimination in industries 
was evidenced, the averages presented 
an improved picture, inasmuch as the 
general average was reduced to 15.6 
which was .9 point better than the 
utility showing and 16.5 points nar- 
rower in price swing than the railroad 
group. 

The reasonably conservative price 
range as shown by the ‘“Test Group” 
attests to the presence in one form or 
another, of definite principles under- 
lying dependable investment. 

Admitting this truth, it was astonish- 
ing to learn that unlike most other types 
of bonds there was apparently no one 
set of factors common to the group on 
which to base relationship between 
price range and investment merit. 
Even among various units of related 
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| industries no absolute tendency pre- 


vailed. In other words, one could not 
say —the Oils did this, or that the 
Tobaccos did that. It was, therefore, 
in a very general way that one pro- 
ceeded to inspect the “Test Group” 
from the standpoints of recognized 
investment criteria. In addition to 
the vital, though somewhat intangible 
element of astute management, the 
following bases of investment measure- 
ment were taken up in the order given: 

Ratio of Net Assets. 

Ratio of Net Working Capital. 

Average earnings coverage for the 
six years ended December, 31, 1932. 

Sinking Fund Operations. 

Prior Liens. 

Secured by Mortgage—Open or 
closed. 

Secured by Credit —Open or closed 
indenture. 


Protection against further issuance 
as provided by indenture. 

The ratio of net assets to the 
individual bonds of the ‘““Test Group” 
ranged from $2,500 to $21,000 per 
$1,000 bond; net current assets alone 
ranged from a ratio of $400 to $7,500 
per $1,000 bond as of December 31, 
1932. These ranges excluded two 
issues wherein separate figures were 
lacking in sufficient form for the pur- 
pose. The importance of the former 
ratio lies, of course, mainly in the 
extent of coverage by assets in the 
event of liquidation or receivership. 
The real value of fixed assets, how- 


¢ ¢ 


Statistics indicate that the market 
stability of high-grade industrial 
bonds ranks well with that of other 
types of leading groups carrying 
comparable yields 
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ever, should be judged from actual 
earning power rather than book values. 
Conversely, the latter ratio has more 
direct bearing on a corporation’s ability 
to operate currently, and its adequacy 
of cash facilities with which to meet 
its indebtedness. It is obvious that in 
times of curtailed income, current 
position is paramount. Long-term 
obligations are likely to reflect market- 
wise the obligor’s financial position to 
function successfully over a period of 
years, while short-term bonds reflect 
a company’s ability to bridge the 
economic gap, as well as its capacity 
to meet the maturing debt. 

As to what bearing net assets and 
net current assets had on the individual 
“Test Group” bonds, it was apparent 
that the factor of coverage by fixed 
assets had no particular control over 
prices in either long- or short-term 


Underwood & Underwood 
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groups. From the standpoint of net 
working capital, a rather amusing 
observation developed. In cases of 
poor current position, it was reflected 
in the respective price ranges, but 
other bonds showing an equally wide 
price range did not necessarily point 
to a poor working capital position. 
It would be incorrect, therefore, to 
regard net working capital as a con- 
trolling factor in determining a basis 


sistently reducing debt through retire- 
ment as is apparent in the Industrial 
group. In the “Test Group” fifteen 
of the twenty-five issues are subjected 
to sinking fund clauses which have 
resulted in retirement of from 5.3 per 
cent to 75.0 per cent of the original 
outstanding issue in the various cases. 
Concerning those issues not so pro- 
vided, many factors have combined to 
render the amounts outstanding as 


THE BURROUGHS 
Three of these 


vided by the mortgage indenture; the 


balance of the issues, with the excep. [ 
tion of one, permitted additional bond F 
issuance although curbed by specific f 
limitations, some of which included af 


required financial status of the obli- 
gated corporation. 
issue was provided with very broad 
privileges in the matter of creating 


issues were closed Fy 
definitely to further issuance as pro. f 


The exceptional 


for market stability; never- 
theless, it must be undeniably 
acclaimed an important fac- 
tor in investment safety. 
Income —the basic purpose 
of all corporate regime —is 
probably subject to greater 
fluctuation in the industrial 
group, as a group, than in 
any other department of busi- 
ness activity. The two 
extremes of industrial income 
follow the business cycles 
closely and it is the practice 
to build up surpluses during 
the prosperous periods to 
provide the proverbial “rainy 
day” fund on which to per- 
mit functioning in times of 
slender profit. The very 
fact, then, that a corpora- 
tion’s manufacturing and sales 
results may register losses 
for a time does not present 
the immediate suspense in 
connection with the ultimate 
payment of its obligations. 
In lieu of earnings, one looks 
to the company’s surplus 
and reserve accounts and the 
adequacy with which they 
are offset by liquid assets. 
Consequently it is with a 
certain amount of expecta- 








TEST GROUP 


IssuzE— 
Long Term 
Aluminum Company of America, Deb. 5s, 1952 
American Radiator Co., Deb. 4'/s, 1947... 
American Smelting & Refining Co., Ist 5s, 1947... . 
Bethlehem Steel Co., P. M. 6s, 1998... ... 
Baldwin Locomotive Works, Ist 5s, 1940. . 
Cudahy Packing Co., Ist 5s, 1946...... 
General Petroleum Corp., 5s, 1940..... 
Illinois Steel Co., Deb. 4'/s, 1940 
Inland Steel Co., Ist 4¥/s, 1978.............. 
Lorillard Company, Deb. 5s, 1951...... 
Liggett & Myers Tobacco Co., Deb. 5s, 1951 
Procter & Gamble, Deb. 4's, 1947............... 
Standard Oil Co. (N. Y.) Deb. 4's, 1951........ 
Standard Oil of New Jersey, Deb. 5s, 1946......... 
Steel Co. of Canada, Limited. Ist Coll. Tr. 6s, 1940 
eS ee 
Union Oil of California 20-yr. 6s, 1942... .. 
Western Electric Co. Deb. 5s, 1944 


Short Term 


Associated Oil Co. 6% Notes due 1935.................. 


Atlantic Refining Co. Deb. 5s, 1937 


Bethlehem Steel Co. P. M. & Imp. 5s, 1936.......... | | 


Humble Oil & Refining Co. Deb. 5s, 1937 
Jones & Laughlin Steel Co., Ist 5s, 1939 
Union Atlantic Co. 4's, 1937. ................... 
*White Eagle Oil & Ref. Deb. 51/s, 1937 


*Recently called for payment. 
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further debt under the mort- 
gage. 

Experience and viewpoint 
is softening the prejudices 
which the “‘unsecured”’ obli- 
gation at one time engen- 
dered. The unsecured bond, 
adequately closed to addi- 
tional issuance, and amply 
protected against the creation 
of prior liens, benefits indi- 
rectly by all new properties 
as well as the old, and the 
practical value of the security 
is never wholly eclipsed by 
discarded or antiquated 
assets. The fourteen remain- 
ing issues of the ““Test Group” 
claim no direct lien against 
tangible assets, but rather a 
claim on credit. Thirteen of 
these obligations were defi- 
nitely closed to further issu- 
ance and the majority were 
safeguarded against prior 
liens by various methods. 
The remaining issue had sat- 
isfactory restrictive clauses 


as well as prestige from 
strong affiliations. 
N summary, statistics 


indicate that market sta- 

















bility of high-grade industrial 








tion that one reviews indus- 
trial earnings. The high 
point of earnings applicable to the 
“Test Group” bonds was 48.2 times 
annual fixed charge requirements dur- 
ing the six-year period ending with 
1932, against the low point during the 
same period of deficit 16.2 times 
charges. Expressed in actual dollars, 
the companies composing the ‘Test 
Group” earned a combined total of 
$2,323,776,000 as available for bond 
interest, compared with $350,956,000 
bond interest requirements —equiva- 
lent to a coverage of 6.62 times. 

In reviewing 1932 earnings in con- 
nection with price ranges of the various 
bonds in the group, it was found that 
no consistent relation between them 
could be established. True enough, 
in instances, deficits were accompanied 
by broad market fluctuations; on the 
other hand issues well protected by earn- 
ings also suffered broad fluctuations. 

The practicability of systematic 
sinking funds cannot be overstressed. 
In no other group of bonds is there 
such outstanding uniformity in con- 


reasonably inconsequential with the 
exception of two leading oil bonds 
wherein the established credit status 
and adequacy of resources of the cor- 
responding obligors are generally con- 
ceded as being unquestioned. 


ERUSAL of the “Test Group” 

yielded the discovery that only eight 
of the twenty-five bonds used therein 
were preceded by other debt. In the 
case of one industrial giant, subsidiary 
debt was outstanding in a considerable 
amount, but in the other instances the 
amounts of prior debt were negligible. 
These bonds consequently possess the 
most to be desired from the angle of 
asset position, yet it is apparent that 
market stability of the various issues 
has not specifically hinged on the fact. 

In submitting the ““Test Group” to 
the question of closed liens, it was 
observed that eleven of the twenty- 
five issues were secured by mortgages 
on properties, equipment, etc., and in 
some cases additionally collateralized. 





bonds ranks well with that of 
other types of leading groups 
carrying comparable yields; that as 
a group, a combination of invest- 
ment factors contribute to market 
stability as against any one common 
characteristic; that it is possible to 
obtain better than average market 
stability in selecting bonds based on 
the merits of a unit of an industry, 
than upon the merits of any one 
industry as a whole. In following 
through one observes that recognized 
industrial obligations are well secured 
by assets; that leading industrial units, 
in general, maintain a highly liquid 
position; that earnings of the stronger 
units are often erratic, but average 
high interest coverage over a period of 
time; that the larger industrial cor- 
porations have a general leaning toward 
ultimately paying off debt instead of 
refunding it; and that finally, the trend 
in corporate finance as represented by 
unsecured, but well-protected obliga- 
tions may be a step in the direction of 
more scientific approach to satisfactory 
investment. 
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these CornerStones of a\sofid Financial Structure. 
these Guarantees. penal & Poticyholders . 
) Us ND. a R Wh / : = 
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The Commonwealth Insurance Company of New York 
The Mercantile Insurance Company of America 





The Homeland Insurance Company of America 
North British & Mercantile Insurance Company, Limited 
CU. S. Branch) 
The Pennsylvania Fire Insurance Company 
invite the most rigid examination by So far as we know, no other companies have 
Policyholders, Prospects and Financiers volunteered these important facts regarding 
of their December 31, 1932 Financial their investments and financial condition. 
Statements, which include not only a Copies of these Statements, portfolios 
complete portfolio of their investments with Moody’s ratings may be had upon 
but also Moody’s Investors Service ratings request to Publicity Department, North 
(officially recognized by the New York British & Mercantile Insurance Company, 
Insurance Department). Ltd., 150 William Street, New York. 
I saiaiceiiaeiaaammaiatiaiatit 
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FROM A BUSY DESK ° Me Hy. W. Sanders 














office is an error book. Each 

employee is given a page and all 
errors reported to the cashier are 
recorded. In addition to actual errors 
requiring adjustment there should 
also be a record of accuracy in ordinary 
operations, such as post- 
ing ledgers and bal- 


J\ otic is record in the cashier’s 








bination and three or four on the 
other, using the same names for all 
combinations. Thus an officer knows 
without delay exactly what other 
officer can assist him to get any safe 
open, yet no holdup man can compel 
any one officer to open a combination, 

nor could a dishonest 





ancing tellers’ cash. The 
idea is not to penalize 
individuals but to estab- 
lish an allowable margin 
of accuracy. The old 
idea that no mistakes 
should ever be made is 
obsolete under modern 
conditions. To the ma- 
chinist or engineer every 
operation has a limit of 
tolerance, whether it be 
a thousandth of an inch 
or a_ ten-thousandth. 
Similarly to the banker 
there is a limit of toler- 








MR. SANDERS 


officer do so alone. 
¢¢ 


Many banks are taking 
unnecessary chances 
with securities that are 
received for customers’ 
accounts from brokers or 
other banks. There is 
usually a department 
where orders are taken 
and securities delivered 
and not infrequently 
such securities are kept 
in an unlocked file 
where they would be 








ance in every job, and 

people who cannot make even that 
low average are misplaced and should 
find some other work. For the rest 
there is a record of progress, whether 
improvement or otherwise, and an 
occasional talk to the individual who 
is slipping may be very serviceable. 
For this the fact-record is useful. 


¢ 


**I’m a Chinese, you need not worry” — 
thus a borrower who was asked some 
questions by a lending officer. It was 
not said in resentment either, but as 
a simple statement of fact. What is 
more, the fact is well established. Very 
seldom has a bank made a loss in loans 
to Chinese. One reason for this is 
that once a year, at the Chinese New 
Year, every Chinaman gets entirely 
out of debt. Not a bad idea for other 
nations. 


¢¢ 


Ix the smaller centers you will usually 
find a boss Chinaman whose quiet nod 
establishes the reputation of his coun- 
trymen. Most bankers who handle 
this sort of business know who the boss 
Chinaman is, and call him in when any 
question arises. He is always right. 


¢¢ 


Ir is a good plan to divide all safe 
and vault combinations, so that two 
officers are required for every opening. 
The objection that the necessary 
officers are sometimes not available 
can be overcome by placing three or 
four officers on one side of the com- 


open to attack by a 
bandit or sneak thief. 
The better way is to route such 
securities immediately into the safe- 
keeping department and get a receipt, 
handing this to the customer when he 
calls. 


¢¢ 


Ir is probable that we shall, as a 
nation, have a speculation complex for 
a long time. For a hundred years this 
country has been the scene of a wild 
series of booms and depressions and 
speculation for the rise after each 
depression has made its crop of 
millionaires. All the legislation in the 
world will not keep some bank funds 
from getting entangled in speculation 
of one sort or another. It is the 
banker’s duty to exercise everlasting 
vigilance over loans and keep always 
on the conservative side. 


¢ 


To W. T. Triptett, Vice-president of 
Spokane and Eastern Trust Company, 
we are indebted for a lively summary 
of the banker’s progress. Slightly con- 
densed it runs about like this: ‘The 
banker’s progress is rather like his 
diet: it starts with milk, goes up 
through hot dogs, ham and eggs, 
highly seasoned foods, caviar, and back 
to milk again. It took many years 
longer to work from milk to caviar 
than from caviar back to milk... he 
gets a job in the bank. Poor fellow! 
He does not know what is coming to 
him ... messenger boy, bookkeeper, 
teller, assistant cashier, then cashier 

. attends the State Bankers’ Con- 


vention ... gets interested ...is put 
on a committee or two, is made chair- 
man of a committee . . . he gets ambi- 
tious, is made president. One more 
turn of the wheel and he is back in 
the ranks again... From milk to 
milk —’twere ever thus!’’ 


¢ 


‘THE economists who talk about a 
“planned economy” usually really 
mean that they are to be given carte 
blanche to run the country according 
to their ideas of what society needs. 
One of them recently gave the show 
away by carefully insisting that al- 
though “economists” should do the 
planning, it would be highly dangerous 
to give the job to just any economists — 
only economists of his particular school 
could be trusted to do the job right. 


¢¢ 


Our friend the Credit Officer says 
that so great a change has taken place 
in business during the past two years 
that practically everything more than 
two years old, and a great deal of more 
recent date, is practically valueless. 
This places a tremendous strain on the 
credit department, for it means the 
structure must be built all over again. 
It does not do to take anything for 
granted. Values, ratios, capitalizations, 
debts, and many other factors must 
be considered anew in each situation. 
In addition to this the borrowing cus- 
tomer must himself be encouraged to 
look into the future and forecast his 
progress, by submitting to the bank 
a program, backed up by a budget 
and estimates of the amount of sales 
expected, the ratios of expense and so 
forth, these in turn to be carefully 
checked with results as time goes along. 


¢ 


‘Tue need of a knowledge of accounting 
is shown most clearly when a business 
is organized as a central corporation 
with a number of subsidiaries. Unless 
the banker understands the operation 
of such sets of books he is at the mercy 
of the corporation’s accountants. True, 
he may insist on a C. P. A. audit, but 
if he can consolidate the returns him- 
self he will get to know much more 
about the picture. 


¢¢ 


More holdups and still more! It is 
going to come about that we shall no 
longer be able to insure at any price 
if this thing keeps up. We see that 
equipment is now being advertised in 
which all tellers and cash will be 
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CONTINENTAL ILLINOIS 
NATIONAL BANK AND 
TRUST COMPANY 


OF CHICAGO 


Statement of Condition, June 30, 1933 


RESOURCES 


Cash and Due from Banks . 

United States Government Securities . 
Other Bonds and Securities . 

Loans and Discounts , 
Stock in Federal Reserve Bank 


Customers’ Liability on Acceptances . 


Other Banks’ Liability on Bills Purchased 


Interest Accrued but Not Collected . 
Bank Building 


Other Resources 


LIABILITIES 


Capital Stock 
Surplus 


$189,409,366.71 
128,413,856.24 
69,788,954.88 
343,028,965.79 
3,000,000.00 
11,071,804.33 
280,116.15 
2,080,319.45 
14,550,000.00 


619,414.32 





$762,242,798.37 


$ 75,000,000.00 





, 25,000,000.00 
Undivided Profits 1,600,717.16 
Reserve for Contingencies 5,000,000.00 
Reserve for Taxes and Interest 10,042,172.37 
Deposits 632,819,314.92 
Acceptances. ‘ . . . 11,286,234.71 
Other Banks’ Bills Endorsed and Sold 280,116.15 
Discount Collected but Not Earned 594,828.74 
Other Liabilities 619,414.32 

$762,242,798.37 
ow ae) 








The capital stock of the Continental Illinois Company, held in trust for the 
stockholders of the Continental Illinois National Bank and Trust Company of Chicago, 


is not included in the above figures. 
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hathowe: the 


PUBLIC RELATIONS 


The 18th Annual Convention of the Financial 
Advertisers Association will be at The Waldorf- 


Astoria, New York, September 11, 12, 13, 14. 


initial ech today - 


* 








Executive Committee 


H. A. LYON—Chairman 


Bankers Trust Company 


O. G..ALEXANDER 


Bank of the Manhattan Company 


FRANK G. BURROWS 


Irving Trust Company 


LEOPOLD A. CHAMBLISS 
Fidelity Union Trust Co., 
Newark, N. J. 


ARTHUR DEeBEBIAN 
Chase National Bank 


JOHN DONOVAN 
Central Hanover Bank and 
Trust Company 


JACOB KUSHNER 
United States Trust Co., 
Paterson, N. J. 
TRACY PURSE 
The Purse Company 


ROBERT W. SPARKS 


Bowery Savings Bank 
¢ eS 


FINANCIAL 


The General Program: The general program will endeavor to 
answer the question, “What is the best method of meeting our public 
relations problem today?” A group of prominent men, experienced 
in banking and public life, will speak. Acceptances have already 
been received from Francis H. Sisson, Colonel Allan M. Pope, John 
H. Puelicher, Bayard F. Pope and Henry Bruére. Others of equal 


prominence will be announced later. 


The Departmental Program: A constructive and helpful series of 
departmental discussions by executives will get down to brass tacks 


on ways and means of best accomplishing objectives. 
re 


Plan now to be at The Waldorf in September with other executives 
of your company. For information as to reservations and special 


rates, write to any member of the Executive Committee. 
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CLEARING HOUSE 


protected behind a solid barrier of 
steel and inch-and-a-half thick plate 
glass. The idea of “‘cageless counters” 
is all right for the adequately protected 
city bank but in a country bank is an 
open invitation to the bandit. 


o¢ 


INcIDENTALLY if the mere fear of 
inflation has the effect on the security 
markets which we have seen during 
the past few months, what would the 
real thing do? 


SPEAK UP, Mr. Banker ! 


(Continued from page 5) 


appropriate entries, she remarked, 
“IT guess Mr. So-and-so’s death was 
quite a blow to the bank, wasn’t it?” 

“Oh, yes,’ said the teller, who 
actually knew nothing whatever about 
Mr. So-and-so or his relations with 
the bank. 

“He was a heavy borrower here, 
wasn’t he?” pursued the woman. 

“Yes, he had a good line of credit 
with us,” the teller bluffed, unwilling 
to admit that he knew absolutely 
nothing about it. 

“T hear your bank will lose at least 
half a million dollars on its loans to 
him,” the customer continued. 

It was now getting to the point where 
the teller had to make a bold stand, 
or disclose his ignorance. ‘Huh!’ he 
exclaimed, walking to the back of his 
cage, ““You don’t know the half of it!’ 

Fortunately for the bank in those 
skittish times, the thought of a half- 
million-dollar loss overpowered the 
customer so that she simply had to 
have more details. She scurried to 
the desk of the nearest officer, a few 
feet away. What might have been 
the consequences, to the bank and to 
the community, of her carrying “‘first- 
hand” information of the bank’s loss, 
to family, friends, and neighbors —I 
leave to your conjecture. 

We must, as bankers, train all of our 
employees to avoid not only such 
egregious errors as the one _ just 
narrated, but also to take pains at all 
times to give the right impression. 

But we must do still more. We must 
definitely train our people to know 
the facts about the bank and about 
banking. We must teach them how 
to tell the facts in the proper way. 
And finally we must make them see 
that when a subject comes up with 
which they are not familiar, they must 
admit their limitations and refer the 
customer to an officer who can give 
the correct information. 

Further, of course, we must as 
bankers subscribe to a program of 
intelligent, constructive advertising. 
Most bank advertising during the 
past decade has confined itself to 
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Typewriter @ 

with a 
3000 mile 
reach 


Teletypewriter Service is nation-wide. A mes- 
sage typed in San Francisco can be simultane- 
ously received on teletypewriters in New York, 
Chicago, Dallas, or any other distant city. 

Typing by wire assures utmost speed, accuracy, 
and privacy. That is why both financial and indus- 
trial organizations in many parts of the country 
are using Teletypewriter Exchange Service. 

Connections are made by a teletypewriter 
“Central”. Communication is two-way — the mes- 
sage can be sent and the answer received on the 
same connection. The service can also be given 
on a private line basis which affords 
continuous connections between fixed 
points for periods of one or more hours. 

















FOR CORPORATE FIDUCIARIES: 
A Comprehensive Program for Profitably Administering 


SMALL TRUST ESTATES 


LEGAL, ADMINISTRATIVE, ACCOUNTING AND TAX 
PROBLEMS HAVE BEEN OVERCOME 


LIVING TRUST CLUBS 


INCORPORATED 
10 POST OFFICE SQUARE ns < “ ee BOSTON, MASS. 
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CONDENSED STATEMENT OF CONDITION 


June 30, 1933 


Che 
Cleveland 
Crust Company 


Located at Euclid Avenue and East 9th Street and in 59 
Community Centers throughout Greater Cleveland and nearby. 


Assets 
Cash on Hand andin Banks .. . $ 32,853,787 .87 
United States Government Bonds end 
Certificates _— 15,852,054.12 


State and Municipal Bonds and Other 
Bonds and Investments, including 


Stock in Federal Reserve Bank . . 22,440,372.93 
Loans, Discounts and Advances. . 176,005,454.40 
Banking Houses and Lots and Other 

Real Estate .. 10,703,059.71 
Interest and Earnings: " Accrued and 

Other Resources 3,862,725.00 


Customers’ Liability on ‘Letters. of 
Credit and Acceptances Executed ” 





+ «¢. 2 we % ees 448,395.77 
a a $262,165,849.80 
Liabilities 

Capital Stock .. oe & $ 13,800,000.00 
Surplus and Undivided Profits ae 9,716,961.76 
Reserve for Taxes, Interest, etc.. . . 997,614.69 
Rediscounts and Bills Payable .. . NONE 
DEPOSITS 

Demand... . . $ 90,692,956.39 

Time — .  138,046,730.08 


Cash Balances ‘of 
Estates and Corpo- 
rate Trust Depart- 








ments (Preferred) . 7,611,945.75 
236,351,632.22 
Other Liabilities . . 851,245.36 
Letters of Credit and Acceptances 
Executed for Customers. ... . 448,395.77 
Total... ... . . §262,165,849.80 


Member 


Member Cleveland 
Federal Reserve System 


Clearing House Association 





Growth of Deposits 


March 31,1933 . . . . . . . . . . . $225,644,791.08 
jume 3, 19335 . .... + « « « « «+ §296,361,632.22 
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| glittering nothings; it has lacked the 


real, substantial facts that the public 
would have found interesting. 

Never before have both banks and 
public been so hungry for mutual 
information and mutual understand- 
ing. Never before would the same 
amount of effort and expenditure 
yield the banks such rich returns in 
the field of public relations. 

The public must be given such in- 
formation as: 


Money left on deposit to be of 
use to the community must be 
loaned to community enterprises, 


Approximately 92 per cent of the 
business of the country is not done 
with actual money but is done 
with credit instruments —notes, 
bonds, drafts, checks, mortgages, 


These credit instruments cannot 
be translated into money at a 
moment’s notice. 


Every wide-awake banker, I am 
sure, is impressed with this need, 
and will immediately bestir himself 
to create plans for a public relations 
program in his bank. Bankers associ- 
ations are giving serious thought to 
courses of study for those employed 
in banks who meet the public. If such 
come to fruition, they will be addi- 


| tional means to help those bankers 


who will be the real beneficiaries of an 


| intelligent public relations plan. 





And let us not overlook this fact, 
that if we don’t do it now, the same 
old intolerable situation will arise to 
plague us in 1941 or 1957, or when- 
ever the next depression arrives. 


A New Plan for Handling 
Bankruptcies 


(Continued from page 16) 


accounting costs. In other cases the 
general policy has been, in selecting 
accountants, to distribute the work 
as broadly as possible, having in mind 
the benefit of the services of persons 
and firms with the necessary special 
experience and qualification. 

The trust company experiment has 
worked out well because it has bene- 
fited by large doses of common sense. 
The company has apparently pro- 
ceeded on the theory that there is no 
hocus-pocus, no mystery or magic to 
the efficient administration of bank- 
ruptcies. Sound rules of business 
logic can be, and have been, made to 
apply here as in any other well- 
conducted business. 

But the experiment has also proved 
that there are severe and serious prob- 
lems to confront the financial institu- 
tion which undertakes this business. 

Before other institutions attempt to 
follow in the footsteps of the Irving 
Trust Company, there are many con- 


| siderations which must be studied. The 
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CLEARING HOUSE 


work itself is complex and difficult. 
The rewards are comparatively small. 
The bank’s motives in handling this 
business may be misunderstood by 
the general public. Unfavorable pub- 
licity may be caused and the bank may 
become the subject of hostile and 
prejudiced criticism from the indi- 
viduals it displaces in its work. 


The New Securities Act 


(Continued from page 9) 


such remuneration exceeds 
per year. 

Estimated net proceeds to be derived 
from the sale of the security. 

The price at which the security is 
to be offered to the public, and any 
variation therefrom. 

All commissions or discounts pay- 
able by the issuer to the underwriters. 

Estimated expenses, other than 
underwriters’ commissions, incurred in 
connection with the sale of the pro- 
posed security. This includes legal, 
engineering, and other charges. 

Data of any previous securities sold 
by the issuer within two years. 

Amounts paid to any promoter 
within the preceding two years. 

Purchase price and names and 
addresses of any vendors of any prop- 
erty or good will to be acquired, wholly 
or in part, by the proceeds of the 
proposed security, together with the 
names of any persons to receive com- 
missions and the amounts. 

Full details of any interest held by 
any principal officer, director or impor- 
tant stockholder in any _ property 
acquired, not in the ordinary course of 
business, by the issuer within the 
preceding two years, or proposed to be 
acquired. 

Names and adresses of counsel who 
have passed on the legality of the issue 
and copy of legal opinion. 

Full data on and names of parties 
to all contracts made, not in the 
ordinary course of business, not more 
than two years before the filing of the 
registration statement, or to be exe- 
cuted after such filing. Copies of such 
contracts in the discretion of the 
commission. This has to do chiefly 
with bonus and profit-sharing arrange- 
ments involved in management con- 
tracts, patent rights, and financial or 
technical service deals with public 
utility companies. 

Balance sheet of assets and liabilities 
of the issuer as of a date not more than 
ninety days prior to the filing date. 
Certification by an independent or 
public accountant is specified. 

Profit and loss statement in a form 
to be prescribed by the commission, 
certified to by an independent or 
public accountant. 

Where the proceeds of the sale of 
the proposed security are to be used to 


$25,000 
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TAKE A DAY OUT OF 
THE FLOAT” 


>» Air Express saves a whole day in 
the delivery of bank paper between 
New York and Chicago, while between 
coasts the saving mounts to three days. 
Proportionately fast schedules link 
85 principal cities by air, and supple- 
mental fast rail connections reach 
over 23,000 other Railway Express 
Agency points. Pick-up and delivery 
service is provided in leading towns. 
A system of hand-to-hand signatures 
safeguards the transfer of shipments 
every step of the way. Duplicate 
receipts give a definite record of both 
shipment and delivery. Call the 
nearest Railway Express Agent for new 
low rates and schedules. 


AIR EXPRESS 


DIVISION OF 


RAILWAY EXPRESS AGENCY 


INCORPORATED 
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A Padua Foot Unit Saved 
Thousands for This Bank 


‘> * * * * the other three men stuck guns through 
the tellers’ windows * * * * * warning them 
against sounding the burglar alarm.’””’ But— 
one of these tellers, with a slight foot movement 
—unnoticed—did give the alarm that rang at 
the police station only. Police surprised the 

" bandits who shot their 
way out but, because 
thus hurried, had to 
pass up thousands in 
bills. Get Padua Foot 
Units. Write 


PADUA Hold-Up Alarm Corporation 
118 Seneca Street Cohoes, N. Y. 

















—Measured Service 
—Account Analysis 


We carry in stock the most 
modern and complete records 
for account analysis and 
measured service systems. A 
complete set of these forms, 
showing their application, 
will be furnished at no cost. 








| Cadwallader & Johnson 
| 844 Rush Street .. CHICAGO 
| 
| 





























‘@® Nearly half the 1600 rooms at the 
William Penn Hotel have now been 
reduced to $3.00 and $3.50. ANEW 
DEAL for everybody! The same ex- 
cellent service, the same luxurious 
appointments, at Pittsburgh’s finest 
hotel. All rooms with bath. Under 
management of Eppley Hotels Co. 


ILLIAM PENN 


Also the FORT PITT HOTEL—good 
rooms from $1.50; with bath $2.00 
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buy a business, a certified profit and 
loss statement of such business for the 
preceding three years, together with a 
certified balance sheet. 

Copies of agreements 
writers. 

Copy of articles of incorporation 
and by-laws if issuer be a corporation, 
of all trust instruments if issuer be a 
trust, and of articles of partnership or 


of under- 


organization papers if issuer be a 
partnership, unincorporated associ- 

ation or other form of organization. 
Copy of underlying agreements 


affecting any stock, bonds or deben- 
tures to be offered. 

All this information will be —indeed, 
the law says “shall” be—available to 
every security buyer upon application 
to the Federal Trade Commission 
under prescribed regulations. 

Yet in the majority of cases the 
security buyer will probably have no 
occasion to obtain this information 
from the commission, for the require- 
ments relating to the prospectus de- 
scribing the security compel full disclos- 
ure in the advertising literature itself. 

Practical operating control of securi- 
ties selling is placed in the hands of the 
Federal Trade Commission by means 
of jurisdiction over the registration of 
the proposed security. A registration 
statement becomes effective on the 
twentieth day after filing, but if the 
commission is dissatisfied with the 
statement, it may enter an order 
preventing the registration from 
becoming “‘effective.” The point is 
that the security cannot be lawfully 
sold or advertised in interstate com- 
merce or transported through the 
mails until the registration statement 
is “effective.” 

Real teeth are implanted in the 
Securities Act by a section imposing 
a penalty of not more than $5,000 fine 
or imprisonment for not more than 
five years, or both, for violation of any 
of the Act’s provisions. 


Perhaps even more significant than 
the criminal penalties are the civil 
habilities imposed under the Act. 
Where any part of a registration 
statement contains an untrue state- 
ment of a material fact or omits to 
state a necessary material fact, any 
person acquiring the security may 
bring legal action against every person 
who signed the registration statement, 
every person who was a director of or 
partner in the issue, every person 
named with his consent in the registra- 
tion statement as being or about to 
become a director, every underwriter, 
and every accountant, engineer, ap- 
praiser, or other technical authority 
who has allowed himself to be named 
as having prepared or certified any 
part of the registration statement or 
valuation or other report used in 
connection with the registration state- 
ment. Also, any person who sells a 
security through the mails or by 
advertising and distribution in inter- 
state commerce when the registration 
statement for such security is not in 
effect, and any person who sells a 
security in interstate commerce or 
through the mails by prospectus or 
oral communication containing a false 
statement or omitting a_ necessary 
material fact, is liable to the person 
purchasing such security from him. 
This liability may be of special im- 
port to banks marketing securities to 
their customers. Congress, however, 
took this situation into consideration to 
the extent of relieving of civil liability a 
seller who can prove that he did not 
know and in the exercise of reasonable 
care could not have known, of such 
untruth or omission. 

The broad scope of the Act is 
indicated by the numerous forms of 
securities to which it is made appli- 
cable. A security is defined by the 
Act to include any note, stock, treas- 
ury stock, bond, debenture, evidence 
of indebtedness, certification of interest 


THE BURROUGHS 


or participation in any profit-sharing : 
agreement, collateral trust certificate, J 


preorganization certificate or subscrip. F 


tion, transferable share, investment 
contract, voting trust certificate, cer- 
tificate of interest in property, tangible 
or intangible, or, in general, any 
instrument commonly known as aq 
security, or any certificate of interest 
or participation in, temporary or 
interim certificate for, receipt for, or 
warrant or right to subscribe to or to 
purchase any of these. The following, 
however, are exempted : 

All securities sold or offered to the 
public prior to the passage of the Act 
or within sixty days thereafter. 

All securities of the United States, 
the states, municipalities, national 
banks, state banks under state super- 
vision, obligations of a Federal Reserve 
Bank. 

Notes, drafts, bills of exchange, 
bankers’ acceptances arising out of 
current transactions with a maturity 
not exceeding nine months. 

All securities of non-profit corpora- 
tions operated exclusively for religious, 
educational, benevolent, fraternal, 
charitable or reformatory purposes. 

All securities of building and loan 
associations, homestead associations, 
savings and loan associations, farmers’ 
co-operative associations. 


nee 


parotid 





All securities issued by common 
carriers subject to the provisions of 
the Interstate Commerce Act. 

All insurance or endowment policies, 
annuity contracts or optional annuity 
contracts issued by corporations sub- 
ject to the supervision of insurance 
commissioners or bank commissioners 
or similar authority. 

Definite and rigid as are the specific 
provisions of the law itself, the Federal 
Trade Commission is in addition given 
broad and special powers to make such 
rules and regulations as may be 
necessary to carry out the purposes of 
the Act. 


Auditing by Continuous Control 


Delegate some responsible employee 
who is not in any way connected with 
the department under examination to 
make audits or test checks on the 
following: 

Cash —counted and proved against 
General Ledger control each month. 

Cash Items—reviewed by manager 
or assistant manager each day and 
proved against General Ledger control 
once each month. 

Notes and Liability Ledger —run and 
proved against General Ledger control 
once every three months. (Note—A 
continuous, daily control on all loans 


(Continued from page 14) 


or discounts is maintained in 
accrual division (main office). 
Certified Checks, Manager’s Checks, 
Certificates of Deposit—run open 
items and prove against General 
Ledger control once each month. 
Collateral—examine and _ check 
against collateral record once each 
three months. 
Collections—examine and_ check 
against records once each three months. 
Individual Deposits—ledgers run 
and proved against General Ledger 
control each month by someone out- 
side bookkeeping department. 


the 


Safekeeping—examine and_ check 
against safekeeping record each month. 
Savings Deposits—test by proving 
one or more trays each month by some- 
one outside of Savings Department. 
Travelers Checks —reconcile checks 
held against your record each month. 
The result of all this standardized 
routine is that when the auditing 
department goes into a branch to make 
a periodic audit, the procedure is 
standardized in advance. The auditors 
know just which proofs —to hark back 
to the list above—should have been 
made, and they know whether the 


CLE 
repo! 
as sc 
routl 


> exce] 
| dang 
) with 


affec 
M 
with 
just 
they 
theil 
in g) 
havé 
the 
telle 
on 
sign 
that 
eas 
foul 
taki 
him 


imf 
cha 
exa 
as 
me 
sho 
rep 
fac 
fou 
she 





CHS 


aring 
cate, 
sCTip- 
ment 
, cer- 
Zible 


any § 


as a 
-erest 
y or 
r, or 
or to 
Wing, 


O the 
e Act 


tates, 
lonal 
uper- 
serve 


ange, 
it of 
urity 


pora- 
Z10us, 
arnal, 
4S. 
loan 
tions, 
mers’ 


nmon 
ns of 


licies, 
nuity 

sub- 
rance 
oners 


ecific 
-deral 
given 
such 
y be 


ses of 


check 
ionth. 
oving 
some- 
nt. 
hecks 
ionth. 
‘dized 
diting 
make 
re is 
ditors 
back 
been 
r the 


CLEARING HOUSE 


reports have reached the head office 
> asscheduled. They go over the entire 
» routine in this way, and note any 


exceptions. If an exception is of a 
dangerous sort, then the audit goes 
with extra thoroughness into the work 
affected. 

Moreover, we supply our auditors 
with confidential instructions as to 
just how to examine a branch. When 
they go in, they have merely to follow 
their written instructions, and pursue 
in greater detail any irregularities that 
have crept in. For example, one of 
the points always checked is that the 
teller who finally pays all items drawn 
on the branch is checking against 
signature cards. Experience has shown 
that this 1s a point where routine 
easily gets slack. Only recently we 
found on an audit that one teller was 
taking a chance habitually, to save 
himself work. He is no longer with us. 


HE final reports of our audits take 

a form which we believe is very 
important. To be sure, the auditor in 
charge makes a complete report of his 
examination. But he further prepares 
a short form report, which makes no 
mention of the points that are as they 
should be. For instance, this short 
report does not touch such obvious 
facts as that the cash was counted and 





found correct. If, however, the cash 
showed up even a cent off, then this 
goes on the short report. The short 
report is the form used for reporting 
to the bank’s officers. Thus they have 
before them on not more than two 
sheets of paper, usually on a single 
sheet, all the significant facts disclosed 
by the audit. The average senior 
officer is too busy to wade through a 
forty-page report of an audit. More- 
over, it is dull reading and he is 
human. But when he gets the meat of 
the report on a couple of pages, he 
goes over it. The net result of our 
short audit report is that those 
officers who get them are thoroughly 
familiar with the facts disclosed, and 
they are moreover far more audit- 
minded than they would be if they 
had to labor through a young book on 
the subject. 

It would be possible to continue 
along these lines until this article 
should attain an excessive length. 
Perhaps because of our own enthusiasm 
for our auditing, we could take a few 
pages to tell how we keep an accurate 
record —even down to tenths of mills — 
of the daily earnings of each loan and 
security, to permit a daily balance of 
our income account. We could explain 
our system of having all notices of 
loans due sent out through the auditing 
department, which mails them only 
after making sure that they coincide 
with the records—thus guarding 
against errors and irregularities which 


(Continued on page 32) 
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Ti | 
HIS is the first published statement of 
condition of The National Bank of Detroit — 
which was established on March 24, 1933. 
As of the close of business June 30th, 1933 
RESOURCES | 
Cash on Hand and Due from Other | 
Banks . . . . . $ 43,867,952.62 














United States Govern- 
ment Securities . . 54,843,139.61 $98,711,092.23 








Bonds other than U.$. Government. . 3,141,619.65 : 
Stock in Federal Reserve Bank. . . . 675,000.00 | 
Loans and Discounts. . .... . 77,637,585.28 
Overdrafts . . oS 11,718.80 
Accrued Interest Receivable—Net .° . 887,891.75 
Customers’ Liability under Acceptances 3,540.00 
TOTAL RESOURCES. .. . . .. $181,068,447.71 | 
LIABILITIES | 
Deposits — Commercial, Bank and 
Savings. . . . . $150,360,667.39 | 


Public Deposits secured 
by pledge of U. S. 
Government Bonds: 
Treasurer — State 

of Michigan. . 1,277,998.04 

U. S. Government 3,808,245.12 

Other Public Funds 172,723.81 





TOTAL DEPOSITS... . . $155,619,634.36 
Bills Payable and Rediscounts . . None 
Capital, Surplus and Undivided Profits 25,207,199.05 
Reserve for Expenses and Dividends . 238,074.30 
Liability under Acceptances . . . . 3,540.00 





TOTAL LIABILITIES... . . $181,068,447.71 


The 


NATIONAL BANK 


OF DETROIT 
























































Used by thousands of Banks 
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Sizes 


Ww 


Samples 
Sent 
on Request 





Patented 


REQUIRES NO PASTING 


“‘All Automatic’’ EASY SNAP 


Collapsible Storage File Boxes 
and Collapsible Shelf Cabinets LOCK-SEAL 


Magufsctered STRAYER COIN BAG CO.,New Brighton, Pa. || NictT DePostrory Bac 


Bank Supplies Since 1914 Requires No Padlock 
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exceptionally effective re- 
sults. These forms show how 
a Burroughs handles posting, 
using the pass book balance. 
The machine furnishes proof 
of posting, as well as proof 
that the pass book balance 


and ledger balance agree. 
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ALL BURROUGHS SAVINGS MACHINES POST, PROVE AND JOURNALIZE IN ONE OPERATION 
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IN POSTING 
OF SAVINGS ACCOUNTS 


Thirty-one 


Every savings department will find many advantages 
in using one of the many styles of Burroughs Savings 
Machines. Their automatic features increase speed. 
They furnish complete proof of every posting. They 


save time and effort, simplify the posting operation 
and reduce accounting costs. 





Burroughs Savings Machines are available in a variety 
of styles specially designed for any savings posting 
plan, with or without a machine-posted pass book. 


All of the machines handle posting with exception- 
ally effective results. 


Ask the nearest Burroughs office for detailed infor- 
mation about the machine exactly suited to your 
individual requirements. 


BURROUGHS ADDING MACHINE COMPANY 


DETROIT, MICHIGAN 





Burroughs 


Manufacturers of ACCOUNTING MACHINES . ADDING MACHINES . CALCULATING MACHINES . TYPEWRITERS 
CASH REGISTERS . TYPEWRITER BILLING AND BOOKKEEPING MACHINES . CORRECT-POSTURE CHAIRS 





Thirty-two 











CANADIAN NOTES and COMMENT 





REDUCING MUNICIPAL EXPENSES 


A reduction of 50 per cent in the 
liabilities of municipal districts of 
Alberta is reported by the minister of 
municipal affairs. Bonded indebted- 
ness was reported at less than $18,000 
with outstanding bank loans at 
$500,000. Rural taxing bodies can 
show the way to some of our city 
councils in cutting expenses. 


BORNEO BELLES LIKE GOLD PIECES 


At last we have discovered where 
most of the $4,858,420 of Canadian 
gold coin issued by the Royal Canadian 
mint has got to. According to Gordon 
Sinclair, well-known Canadian writer 
now in Borneo, a goodly portion of the 
Dominion’s limited issue of gold is 
hung around the dusky Borneo 
maidens as ornaments. Canadians who 
haven’t heard the chink of a gold coin 
for nearly two years will appreciate 
Mr. Sinclair’s description of a wedding 
in Borneo where the bride wore a 
girdle of United States ten-dollar gold 
pieces with $340 in United States, 
British and Canadian gold coin pinned 
to her skirt. It is quite the thing for 
the village belles to wear Canadian 
twenties and United States tens. 


A NEW PORT ON HUDSON BAY 


Churchill, Manitoba’s new port on 
the Hudson Bay which at one time 
had more banks per capita of popula- 
tion than any point in the world, and 
later more empty bank buildings, is to 
have a banking service once more. 
The Bank of Montreal has reopened its 
branch and the moss-covered crag 
humorously known as “Wall Street” 
because of the three bank buildings 
standing above the townsite is now 
stirring with business activity. In 
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addition to the Bank of Montreal 
which opened at the port in 1929, 
The Canadian Bank of Commerce 
and the Royal Bank of Canada have 
operated branches in the past. The 
reopening of the Bank of Montreal 
branch is regarded as a sign of in- 
creasing activity. 


TORONTO—CITY OF CHURCHES 


Toronto is often referred to as 
“Toronto the Good” or “The City of 
Churches” and visitors who spend 
Sunday in the Ontario capital often 
comment out loud (if the church bells 
are not ringing) on the Sabbathian 
atmosphere. But that is on Sunday; 
on week days things do move in 
Toronto and it is the city’s boast that 
visitors are made to feel at home. 
Only recently a Chicago banker and 
his wife dropped into a branch bank 
in a suburb of Toronto for a chat w:th 
a banker relative. They had hardly 
time to notice the president’s picture 
in the manager’s office when in rushed 
two bandits with the usual heavy 
artillery, sawed-off shotguns, re- 
volvers, etc., who hustled the visitors 
into the bank vault along with the 
officers of the branch. It was only a 
$2,400 holdup but the Chicagoans 
seemed impressed with the demon- 
stration. The visiting banker said that 
in all his banking experience he had 
never been held up before. 


A NEW HOARDING STORY 


From British Columbia comes a 
hoarding story with a little different 
slant to it but with the same old moral 
at the end for the hoarder. It appears 








that an old lady living alone in a 
meagerly furnished house with the 
municipality providing her with the 
necessities of life became ill and was 
taken to the hospital. Kindly neigh- 
bors entered the house in her absence 
to see what could be done in preparing 
things for her return. Noticing her 
dilapidated bed these kind-hearted 
women decided to replace it with a 
brand-new comfortable outfit. A 
collection was taken up and a new bed 
purchased while the old couch an. 
mattress were consigned to the flames. 
When the old lady returned to her 
house the neighbors gathered to wel- 
come her, expecting to see her fa 
light up with pleasure on the sighi 
her new bed. They were disappointea. 
The old lady glanced at her present, 
gave a shriek and collapsed. Her 
neighbors had staged a $700 bonfire 
in her absence. This was the amount 
in the old mattress —her savings. 


TO WESTERN CANADA! 


It takes a banking anniversary to 
impress one with the lusty and rapid 
growth of western Canada. To many 
an active banker in Canada today, 
1903 does not seem so very long ago 
but on June 15 of that year the Bank 
of Nova Scotia established its first 
branch in Edmonton then a small 
community of 5,446 souls. The Bank 
of Nova Scotia arrived in Edmon- 
ton just at the commencement of the 
western Canada’s hectic railway period 
when plans for the construction of the 
Grand Trunk Pacific Railway through 
Winnipeg and Edmonton to the Pacific 
Coast were being reviewed. It has 
shared in and contributed to the 
spectacular growth of the city, now the 
commercial metropolis of Northern 
Alberta. 


Auditing by Continuous Control 


have been known to creep into a bank’s 
accounts through this loophole. We 
could, in fact, go on endlessly. 

But if I have not made my major 
points clear by this time, then I 
probably cannot do it in another six 
pages. And I hope it is entirely clear 
to the reader that we believe firmly 
that good auditing pays, that it can 
be tied into operating in such a way as 
to simplify it, that the best auditing 
is auditing by continuous control. 
And I know no better way to conclude 


(Continued from page 29) 


this article than by another quotation. 
This time it is a brief summary from 
our organization manual in which the 
duties of all departments are set 
forth. Under the heading of the 
comptroller are two sections devoted 
to his auditing functions. They are: 


Internal Audits: 
a. Periodic audits of various de- 
partments. 
b. Continuous audit of income and 
expenses. 


c. Continuous audit of branches. 
1. Savings department. 
2. Loans and discounts. 
3. Collateral records. 
A. 


Bond department, including 


joint custody of securities owned. 
5. Foreign department. 


Reconcilements and Adjustments: 
a. Reconcilement of accounts with 
correspondent banks. 
b. Adjustment of differences and 
‘errors in customers’ accounts. 
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